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Bigger and Better “Business Indicators” 


“Business Indicators” has been revamped and expanded. 
This regular feature, giving valuable insight into monthly 
economic trends, now includes a much larger number of 
important statistical series. 

Eighty-one instead of just thirty-eight as before, the 
indicators have been regrouped into twenty-four main 
series which allow for quick comparison and comprehen- 
sion. For a glance at “eight sensitive business indicators” 
or “average hourly earnnigs” or the indexes of industrial 
production, wholesale prices, consumer prices, etc., turn to 
pages 426 and 427. 


The expanded service which The Business Record in- 
augurates with this issue includes a chartbook. For details 
on how to obtain and use this book see the announcement 


on the back cover. 
e e e@ 


Consumer Prices Here and in Canada 


Up peaks, across plateaus, down and up again—Canadian 
and United States consumer price indexes have been moving 
more or less side by side. For a discussion of how the 
indexes are formulated in the two countries, what causes 
them to move similarly, and a series of charts depicting 
their movements from 1949 to 1955, see “Consumer Prices 
Advance,” page 412. 

ee e 


Money Supply—tThree Definitions 


What does money supply mean? We all suppose we 
know. But in fact there are several varieties of the species 
in existence whose behavior is examined in “Understanding 
Money Supply,” on pages 416-418 of this issue. — 

More financial news comes from the North—of credit 
hardening. The discount rate of the Bank of Canada has 
just been raised to 214%, the highest in its history. Just 
what this means is discussed in the framework of Canada’s 
general financial situation in the article that starts on page 


419. 
ee e 


Trends and Causes of Population Aging 


- We grow old—we grow old as a nation, that is. The 
proportion of our population in the 65-and-over bracket 
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doubled between 1900 and 1950, and is still growing. By 
July, 1955, the number of persons past sixty-five was more 
than 14 million. 


Of course, in absolute terms, the entire United States 
population has increased tremendously; between 1900 and 
1955 it more than doubled. But during the same period 
the (65-and-over) “retired” group almost quintupled, while 
the (45-64) “older worker” group more than trebled. 

What accounts for this trend? How will it affect the bal- 
ance between the productive segments and the nonpro- 
ductive (children and the retired)? The article on page 
428 ponders these questions. 


American Firms in Britain 


American firms have greatly expanded their investments 
in British subsidiaries since World War II. According to 
John H. Dunning, of the University of Southampton, the 
effect has been pleasant. The British have not only been 
able to lower certain of their import requirements because 
of this home production, but have become important ex- 
porters in fields relatively new for them. For example, in 
office machinery and agricultural tractors, “the United 
Kingdom is at present the second largest world exporter.” 


Mr. Dunning’s comments on the “Impact of American 
Firms in Britain,” reprinted from a British bank journal, 
begin on page 422. 

ee e 


The Fourth Necessity 


Food, clothing and shelter are not the only necessities 
of American life, according to Charles G. Mortimer, presi- 
dent, General Foods Corporation. Today’s consumers re- 
quire convenience—in every form and im all products. They 
demand the convenience of time (strawberries in January) , 
of place (life insurance at air terminals), of readiness 
(minute rice, instant coffee), of quantity (regular, large 
and giant sizes), and much more. 

At the Board’s 360th Meeting, Mr. Mortimer outlined 
ten conveniences that consumers seek, and six reasons why 
they seek them. His speech, advising businessmen that 
built-in convenience is a must for successful marketing, 
starts on page 433. 


THE DURABLES BOOM 


In the third quarter, hard goods spending by consumers climbed 
to a new peak. Where does it go from here? 


ized by an almost astonishing abundance of 
everything: 67 million workers, 65 million of 
them employed and producing with rapidly rising 
productivity . . a rate of personal consumption 
more than 10% higher than in 1953, in both dollar 
and “real” terms . . . the highest rate of business 
investment in productive facilities on record . 
and some $75 billion a year for government. And 
while demand is at unprecedented levels for nearly 
everything from television sets to freight cars, there 
is enough of nearly everything to go around—with 
a little, but not. much, left over for inventory growth. 
According to preliminary estimates, there was very 
little indeed left for inventory in the third quarter— 
particularly in those lines where inventory is clearly 
desirable. The result was that the annual rate of 
accumulation was slowed from the $4 billion-$5 bil- 
lion rate of the second quarter to about $3 billion. 


STOCKS BUILD UP BUT SLOWLY 


le AMERICAN business scene is character- 


This slowing defied the express wishes of purchas- — 


ing agents in many lines, and was contrary to widely 
held expectations that business would finally get a 
chance to begin a fast amplification of stocks. These 
expectations were based mainly on the assumption 
that automobile demand, which takes a heavy drain 
of a number of key raw materials, would drop 
enough in the last two quarters of the year to re- 
lease a flow of steel, copper, and other materials 
(and perhaps labor itself) to other hard-pressed 
durables industries. At one point early in the 
third quarter, the production schedules of automo- 
bile producers were actually cut about 25% from 
their original level of 1.7 million assemblies. But as 
the quarter worked its way along, these cuts were 
quietly restored: assemblies ended up at exactly the 
original scheduled level. And schedules for the 
fourth quarter are back up to an 8-million annual 
rate. 

For this, of course, the consumer can be thanked. 
Throughout the third quarter, retail deliveries of 
new cars clung doggedly to the 650,000 mark. Even 
in late September, when new models were beginning 
to find their way into dealers’ stocks, sales of 1955 


models were pressing the record daily pace set dur- 
ing the peak of the selling season. Personal outlays 
for durable goods climbed more than $2 billion above 
their second-quarter rate. 
- So retail inventories, which had been rising at a 
$2 billion-$3 billion annual rate in the first half of 
the year, thanks mainly to burgeoning automobile 
stocks, suddenly stopped rising in the third quarter, 
and inventory growth in the July-September period 
was concentrated almost entirely in manufacturing. 
As the year went into its second half, the statis- 
tical picture of business conditions was already one 
of an exceptionally close balance between supply 
and demand, at an exceptionally high level. Re- 
strictions of tight supply, capacity limits, man- 
power shortages, transportation delays, and mainte- 
nance downtime—the kind of restrictions that plague 
business in the upper reaches of a boom—were gath- 
ering to impede the advance of production. Moreover, 
the third-quarter increase in demand was notably 
concentrated in the markets for producer and con- 
sumer durables, where supply was most severely re- 
stricted. This sharp increase in demand encroached 
upon a slowly rising level of output, and the margin 
for inventory growth fell. 


MORE FAVORABLE INVENTORY PICTURE 


In one respect, this is a much more favorable pic- 
ture for inventory growth than might have been 
expected four or five months ago. During the third 
quarter, the level of inventories still appeared to be 
extremely low, relative to the volume of business. 
(See “Checkup on the Boom,” The Business Record, 
September, 1955, page 325.) Assuming a continu- 
ance of sales levels enjoyed by business during most 
of the third quarter, a $3-billion rate of accumula- 
tion could probably be continued for several quarters 
more without developing an important inventory 
overhang. 

In all fifteen major manufacturing industries, in- 
ventory-sales ratios during the third quarter were 
strikingly below their level at the trough of business 
conditions in September, 1954. This amounts to 
saying that stocks in the past year of sharp recovery 
have lagged far behind operating rates. In textiles, 
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paper, lumber, and stone-clay-glass industries, the 
Increase in inventory during this expansion phase 
has been reasonably proportionate to the increase 
in sales. But in the metals and metal fabricating 
industries—primary metals, machinery, fabricated 
metal products, and transportation equipment— 
manufacturing inventories have fallen woefully be- 
hind the rapid expansion of sales. 

Just as significantly, inventory-sales ratios in all 
the major manufacturing industries are considerably 
below their level of July, 1953, the peak of the 1953 
boom. Measuring across this two-year period, which 
included an important recession in operating rates 
and then a fast advance, inventory changes have 
moved approximately in relation to sales in the tex- 
tile, petroleum-coal, paper, and stone-clay-glass in- 
dustries. In all the metals industries, inventory ap- 
pears to be about 10% below the relation that pre- 
vailed in mid-1953. And inventories in the chemicals 
and lumber industries also seem depressed relative 
to that prior peak. In lumber, inventories are still 
2% below mid-1953, although sales have increased 
17%. In chemicals, a sales increase of about 24% 
has been associated with an inventory increase of 
less than 4%. 

The burst of final demand during the summer and 
fall has certainly improved an already favorable 
inventory outlook. But it may have only shifted the 
grounds for expecting some trouble in 1956, and per- 
haps altered the timetable of these expectations. 
Until recently, the possible duration of an inventory 
cycle was the big question mark about the year 
ahead. Now the imminent problem facing forecast- 
ers in trying to shape the dimensions of 1956 is how 
to interpret the remarkable and largely unexpected 
burst of consumer durables demand in the summer 
and fall. 

Is this the new durables market of the late 1950's: 
a sudden new concurrence of a half-dozen expansive 
forces such as suburbanization, high birth and mar- 
riage rates, a swelling middle class, tax reductions 
(already received and anticipated), new-era confi- 
dence? Or is it a particularly violent swing of a con- 
sumer durables cycle that will take hard-goods de- 
mand back down almost as sharply as it has risen? 
Will the next pause, adjustment or recession be pre- 
cipitated by a sudden downturn in demand for con- 
sumer durables rather than for inventory? 


HOW LONG CAN IT CONTINUE? 


There is certainly room for serious question whether 
the present $37 billion-$38 billion annual rate of 
consumer durables sales (of which automotive pur- 
chases account for almost half) can possibly be main- 
tained for very long. Durables are now taking about 
14% of disposable income—as much as in the frantic 
durables boom of 1950 and about two percentage 
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points more than in 1953. The two-point difference 
relative to 1953 comes mainly out of the saving rate, 
which evidently fell below 6% in the third quarter 
for the first time since the scare-buying waves fol- 
lowing the beginning of the war in Korea. 

Another ominous figure associated with the cur- 
rent pace of durables buying is the increase in in- 
stalment debt, now running at an annual rate of over 
$5 billion—almost twice the dollar increase in 1950, 
and about 50% greater than the increase in 1953. 
(In neither of these two prior periods was regulation 
W an important restriction on consumer borrowing.) 
Extensions of instalment credit this year are likely to 
total about $37 billion. This is about $7 billion more 
than in 1953. The $7-billion difference, in turn, is 
greater than the increase in total durables spend- 
ing between the two years. During the whole of 
1955, the net increase in instalment debt (extensions, 
less repayments) will evidently account for about a 
sixth of all durables expenditures. (In the automobile 
market, of course, the proportion will be consider- 
ably higher.) In 1953, the net increase in instalment 
debt accounted for less than an eighth of durables 
outlays. 

These figures highlight the close relation that now 
exists between consumer durables markets, instal- 
ment debt, personal saving, and inventory. If sales 


Strength in Durables Markets Restricts 
Inventory Growth 


Quarter-to-quarter change in components of gross national product; 
billions of dollars, seasonally adjusted annual rate. 
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EXPENDITURES FOR 
PRODUCER DURABLES 


PER CENT CHANGES IN INVENTORIES 


SEPTEMBER, 1954 TO AUGUST, 1955 
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The latest available figures on the composition of man- 
ufacturers’ inventories show them to be low, relative 
to sales, in most industries. Since 1953, the compo- 
sition of inventory change has been closely associated 
with changes in sales volume: relatively large changes 
in inventory have been associated with relatively large 
changes in sales (scatter diagram, middle panel). Dur- 
ing the period of extreme rise in manufacturers’ sales 
since September, 1954, (scatter diagram, bottom 
panel), inventory growth has likewise been associated 
with changing sales volume. 


Code for Scatter_Diagrams 


C.....Chemicals PM...Primary metals 
F.....Food and beverage Fisvess Rubber 
FM...Fabricated?metals SCG. .Stone, clay and glass 
hides Lumber Tdaccs Tobacco 
M....Machinery TA. ..Textiles and apparel 
MD. . Miscellaneous durables TD...Total durables 

MN. . Miscellaneous nondurables TE. ..Transportation equipment 
Patios Paper TM...Total manufacturing 
PC...Petroleum and coal TND. Total nondurables 


Sources: Department of Commerce;{The Conference Board 
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of cars, television sets, and white goods were to drop 
only to a level that would have been considered very 
good indeed a year or two ago—or only to a level 
that would cut the rate of instalment debt extension 
to its 1953 level—there would be plenty of steel, non- 
ferrous metals, rubber and other key materials to 
permit a much more rapid growth of manufacturers’ 
stocks. This is true even assuming a continuing rise 
in consumption of materials by capital goods indus- 
tries—a rise that is more or less assured for well 
into 1956 (see “The Capital Goods Uptrend,” The 
Business Record, October, 1955, page 358). In terms 
of end-product value, consumer durables industries 
are now operating at a rate 50% greater than the 
producer durables industries. To fully offset the 
20% drop in consumer hard goods that would bring 
spending for these goods back to their 1953 level 
would require a 30% increase in capital goods 
volume. 

If and as consumers reduce their spending rate for 
durables (and their rate of debt incurrence) the 
personal saving rate would presumably rise, and so 
would the rate of inventory growth. In fact, under 
conditions of faltering volume in so important an 
industry as consumer durables, inventory-sales ratios 
throughout the metals sector could move up rela- 
tively sharply. In all these respects, the picture 
would then begin to resemble, much more than it 
does now, the final stages of a regular business 
cycle expansion. But as things stand, the busi- 
ness situation can still be summarized as it was at 
the end of the second quarter: while certainly no 
longer young, the boom seems still to have its vigor. 
A more precise measure of its age now awaits a 
better measure of the size of 1956 durables markets. 


PRICE BREAKOUT? 


Out of the tightening balance between supply and 
demand that has developed in the past six months 
has come what appears to be a price trend. Still 
young, it is massively disguised in the price statistics; 
and it may be short lived. But for the first time 
since 1952, prices have been moving more or less 
together—upward. 

In September, the general wholesale price level, 
as measured by the broad monthly index. of the 
Bureau of Labor Statistics, advanced for the fourth 
straight month, reaching the highest level since the 
fall of 1952. In the third quarter, the total index 
rose almost .5% per month. The rate for industrial 
commodities (excluding farm products and processed 
foods) was almost 1% per month. This is consider- 
ably faster than the average rate of rise in early 1953, 
when prices reacted moderately, and abortively, to 
the boom that emerged out of the 1952 steel strike. 
The third-quarter uptrend in industrial prices, which 
brought them to an all-time high, was the strongest 
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since the speculative inflation of late 1953. Throagh- 
out the primary and fabricating metals industries 
prices were on the move. Copper, lead, zinc, anti- 
mony, and mercury rose during September, and steel 
prices, which had climbed sharply as a result of wage 
adjustments, have become the subject of renewed 
expectations of a rise within the next several months, 
to provide additional income required for the in- 
dustry’s expansion. 

On the basis of the BLS weekly sample, the indus- 
trial wholesale price level may have climbed a little 
higher in October. The pace appears to have slowed 
somewhat, but the slowing may be more illusory 
than real. 

Some industrial raw materials which climbed rap- 
idly in the third quarter have leveled off or declined. 
Rubber, for example, is down almost 10% from mid- 
September. Tin and lumber have softened slightly, 
and scrap steel has been about unchanged for the 
past month. 

The price of copper, which advanced sharply 
through mid-September, has been unchanged in Octo- 
ber, and the premiums (over the 43-cent base price) 
charged by custom smelters have been shrinking. 
Copper scrap prices are now down markedly from 


Raw Commodity Prices Fan Out 
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their late September peak. The downtrend of copper 
scrap is mainly responsible for recent declines in 
the metals component of sensitive spot commodity 
indexes. 

However, the declines in these raw commodities 
seem only to have washed out a small speculative 
influence, and their prices are, in general, still much 
above their level of several months ago. It would 
seem to be premature to treat the declines as the end 
of the price uptrend, and there remains much evi- 
dence that semifinished and finished goods, which are 
not priced in spot indexes, are now rising in response 
to increased costs for materials and labor. 


a WEIGHTING THE INDEX 


It is true that farm prices and prices of pro- 
cessed foods in 1955, as in the three prior years, have 
been in an irregular but persistent decline. These 
two components of the wholesale price index ac- 
count for about 30% of the total weight, and their 
decline has, of course, played an important role in 
keeping broad price indexes in a sideways trend for 
several years. 

It may be worth noting that the weighting of 
the BLS wholesale index is based on the quantity of 
primary market transactions in 1947. Thereby hangs 
an important tale; for the components of the index 
which are now rising are precisely those that are 
substantially underweighted in the index, while those 
prices that have been falling are given an excessive 
weight. If the wholesale price index were reweighted 
in accordance with a more current composition of 
American output, the level of the index would be 
considerably higher, and its recent rate of rise appre- 
ciably steeper, 

Apert T. SOMMERS 
Division of Business Economics 


BUSINESS FORECASTS 


General 


P. B. Wishart, president of Minneapolis-Honeywell Regu- 
lator Company (press release of the Hugh W. Long Com- 
pany, September 15) —‘Growth is likely to be slower in the 
next several years than later in the period. A new wave of 
expansion is expected in the 1960’s. It will be sparked by 
a boom in consumer spending as the babies born after World 
War II grow up, get married, have children, and stock up 
with homes, automobiles, appliances, and other durable goods. 

“The 1975 opportunity for consumer goods industries will 
be twice that of 1953. Every man, woman and child will 
have $760 more real purchasing power (as measured in 
1953 dollars) than we have at the present time. 


“Housing start activity will probably slacken in the next 
several years, but by 1960 we expect activity to start a long 


sustained increase and by 1975 the nation will be putting up 
new homes at close to a 2 million rate.” 


H. S. Eberhard, president of Caterpillar Tractor Company 
(press release of the Hugh W. Long Company, September 
15) —“We believe that the total output of the economy will 
expand at an average rate of around 3% per year during the 
next twenty years, as it has during the last forty-five years. 
Since the prewar period, machinery and equipment sales 
have increased somewhat more than the total output of 
goods and services. In the future the market for producers. 
durable equipment may continue to grow more rapidly than 
total output... .” 

Harlow H. Curtice, president of General Motors, Corp. 
(as reported in the New York Herald Tribune, October 20) 
—“Harlow H. Curtice . . . is optimistic about the outlook 
for ‘all phases of business’ in 1956 both in the United States 
and Europe. 

“There is nothing in the present picture to indicate any 
change in the high level of economic activity and prosperity 
which we now are enjoying. ...’” 


Grover W. Ensley, staff director of the Joint Committee 
on Economic Report (as reported in The Commercial and 
Financial Chronicle, October 20) —‘“Dr. Ensley forsees con- 
tinued prosperity for 1955-1956 and spectacular gains by 
1965 in the national economy. Says no single private pro- 
gram has made greater contribution than consumer credit. 
Denies consumer credit is too large, and lists as elements of 
strength in prospects for 1955-1956: (1) the role of the 
government, (2) high level of private investment in plant 
and equipment, (3) large over-all consumer demand, and 
(4) easing of international tensions. Views potential trouble 
spots as: (1) unbalance between farm and other commodity 
prices, (2) chronically depressed urban areas, (3) excess of 
durable consumer goods, (4) high residential construction, 
and (5) inflexible credit restraint.” 


The Iron Age (October 20)—“Business can make plans 
for another good year in 1956, placing its confidence in con- 
tinuing strong demand for consumer goods, heavy capital 
expenditures for plant and equipment, and natural growth 
of new industries reaching maturity. 

“No drastic letup lies ahead in any of the major industries 
that carried this year’s recovery beyond most optimistic pre- 
dictions. 

“Some industries can expect to write new sales and pro- 
duction records. Even those that will level off will do so on 
plateaus nearly as high as former economic peaks.” 


Chemicals 


The Wall Street Journal (October 17)—“Looking for 
clues to the pace of industrial output early next year? 
Glance at a usually-reliable barometer, the nation’s chemi- 
cal industry. It seems to be pointing toward robust pro- 
duction in most basic lines in the early months of 1956. 

“Manufacturers of such diverse goods as autos, clothing, 
purses and window screens now are ordering the chemical 
‘building blocks’ or raw materials they'll need some months 
hence. The rate of these incoming orders at chemical plants 
reflects optimism. 

“Sales of the chemical industry during the first half of 
1955 reached a record $11.5 billion, up 18% from the first 
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half of 1954. Third-quarter business held up equally well, 
and even the more conservative chemical makers say the 
final three months of the year look good... .” 


Automobiles 


L. L. Colbert, president of Chrysler Corporation (press 
release of the Hugh W. Long Company, September 15) — 
“In 1975 there may well be in the neighborhood of 80 
million passenger cars in use, as compared with 50 million 
today. By 1975, the two-car family could very well be in 
the majority, and a sizeable proportion of car-owning fami- 
lies will have more than two cars. 

“The representative cars of 1975 may be powered by 
engines radically different from the piston engine as we 
know it today, though many cars with conventional piston 
engines will still be on the road. By that time, it is even 
conceivable that automobiles will be powered by nuclear 
energy.” 

E. J. Thomas, president of The Goodyear Tire & Rubber 
Company (press release of the Hugh W. Long Company, 
September 15)—‘In our estimation vehicle registrations 
(by 1975) should reach 84 million passenger cars and 18 
million trucks and busses. Total tire production by the 
rubber industry in the United States should amount to 
125 million passenger car tires and 22 million truck and 
bus tires. Our estimate of the domestic consumption of 
new rubber, both synthetic and natural, by 1975 would be 
2.3 million long tons per year. For comparative purposes the 
1955 consumption figure is at the rate of 1.5 million long 
tons which is up to now an all-time high.” 


Food Industry 


Paul S. Willis, president of Grocery Manufacturers of 
America (as reported in News Release of the GMA, Oc- 
tober 3)—‘‘The nation’s food industry can achieve sales 
increases of nearly 25% by 1960 and almost 50% by 
L9G5.0).. 

“He [Mr. Willis] estimated that by 1960 the industry 
can be selling $17 billion more food than at present and 
that by 1965 the figure could reach $30 billion more. Total 
food sales this current year are estimated at $66 billion; 
in 1965—$96 billion... .” 


Petroleum Industry 


T. S. Peterson, president of Standard Oil Company of 
California (press release of the Hugh W. Long Company, 
September 15)—“. . . The petroleum industry will face 
heavy demands to meet this rapidly growing market. By 
1975, the energy requirements of the United States may 
exceed the equivalent of over 36 million barrels of crude 
oil per day, approximately twice the present needs. Our 
domestic crude production may furnish a third or more of 
these requirements. New forms of energy may have reached 
the stage where they will be supplementing fossil fuels to a 
sizable degree in supplying our total energy requirements. 
The petroleum industry will have to carry on a greatly ex- 
panded program of capital investment in exploration, pro- 
ducing, refining, transporting and marketing these products 
in order to contribute its share to the large and more 
prosperous economy which we see for 1975.” 

Albert L. Nickerson, president of Socony Mobil Oil Com- 
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pany (as reported in The Wall Street Journal, October 5) — 
“Total free world demand of petroleum will reach 21.4 
million barrels daily by 1975... . 


“United States petroleum producers are going to find it 
‘increasingly difficult’ to keep up with the demand in the 
next ten to twenty years. 


“. . world demand for petroleum in 1965 will climb 
65% above the 13 million barrels daily required in 1954. 
Noting that United States demand for petroleum is esti- 
mated at 8.3 million barrels daily this year, he [Mr. Nicker- 
son] said: ‘Looking ahead to 1956, we forecast total do- 
mestic demand at 8,650,000 barrels daily, an increase of 
4% over 1955.’ 


“By 1960 domestic demand will reach 9.7 million barrels 
a day and 1965 will be 10% above that. ... 


“*Tn the free world outside the United States we estimate 
that demand for liquid hydrocarbons amounted to a little 
more than 5.3 million barrels a day in 1954. Our forecast 
for this year is for an increase of 8%. 

““TIn the decade 1955 to 1965 demand in the free foreign 
countries is expected to rise much faster than in the United 
States’ predicting that this demand ‘will just about equal 
United States demand in ten years... .’” 


Steel 


The Iron Age (September 29)—‘“Steel producers are 
still trying to match production with order volume. But 
incoming business is setting a terrific pace that is likely to 
continue into 1956. 


“The mills are handicapped by a shortage of steelmaking 
capacity. Expansion programs now in the works will not 
make themselves felt until next year. These programs will 
be carried through despite government action in clamping 
the lid on fast tax write-offs for steel. ...” 


Steel (October 10)—““Some of the business analysts 
looking ahead to 1956 have a feeling steel production then 
will approximate the 1955 output, with the tendency to be 
on the downside if there is any change. 

“Steel buyers already are clamoring to get on 1956 order 
books. Although the government put some restrictions on 
credit to prevent a runaway boom, many people think the 
reins will be loosened enough to give business a thrust for- 
ward in time to influence next year’s national elections. 
That would tend to keep steel production high.” 


Farm Equipment 


The Iron Age (September 29)—“Using the 1952 level 
as a base, it’s estimated this year’s equipment purchases 
will amount to over 53% for replacement needs, with the 
level rising steadily over the next five-year period. By 
1960, replacement needs, in relation to the 1952 base, are 
expected to come to over 90% of new purchases. 

“What’s the outlook for 1956? The farm equipment 
makers say it’s good. Sales for the first nine months of 
the current fiscal year are running at a pace equal to, or 
perhaps better than, the $2-billion annual retail sales level 
maintained by the industry for most of the past decade. 

“Big equipment fabricators . . . report sales of their 
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The Conference Board's Consumer Price Index—United States 
Cities over 50,000 in Population 


1953 =100 


Rebased Indexes 


Housing All All 
All Trans- : Purchasing} Items Ttems 
Items Rurnishe Apparel | portation Sundries | Value of (January | (1947-49 
Total Rent Power and|_ ings and Dollar |1939=100)} =100) 
Water | Equipment 

1954 September........... 100.3 99.6 100.8 8 2 98.6 .0 100.5 1 99.8 182.1 114.2. 
Octobernwis e858 100.0 98.8 101.0 2 .0 98.6 99.0 100.1 101.1 100.0 181.6 113.8 
November.......... 100.0 98.6 101.0 3 ayi 98.7 99.0 100.2 101.2 100.0 181.6 113.8 
December........... 99.8 97.9 101.1 5h al! 98.6 98.9 99.9 101.3 100.2 181.2 113.6 
Annual average...... 100.2 99.5 100.9 6) a 98.9 ae 100.1 .0 99.8 182.0 114.1 

1955 January............ 99.9 98.2 101.2 5 hi 98.3 8 100.0 3 100.1 181.5 113.7 
ebruary 2k cnt sth 99.9 98.2 101.2 5 1 98.0 8 100.1 101.3 100.1 181.5 113.8 
March.. 100.1 98.4 101.3 105.7 3 98.1 9 100.3 101.3 100.0 181.7 113.9 
ADDL aes alse crate 100.1 98.3 101.5 105.8 103.5 98.3 9 100.2 101.5 99.9 181.8 113.9 
Mary sane eite oe 100.2 98.4 101.4 105.8 102.9 98.2 8 100.4 101.6 99.8 181.9 114.0 
JUNGLE. 3 teva ae 100.2 98.3 |} 101.4 105.8 102.7 98.2 8 101.3 101.8 99.8 182.1 114.1 

DULY Sacrsare Niece ean 100.3 98.6 101.2 106.2 101.4 98.0 9 100.5 102.1 99.7 182.1 114.1 
August) ee he. « 100.3 98.2 101.5 106.2 101.8 98.3 a2, 100.6 102.3 99.7 182.2 114.2 
September.......... 100.5 98.5 101.6 106.3 102.1 98.4 3 100.9 102.6 99.5 182.5 | 114.4 

Percentage Changes 

Aug., 1955 to Sept., 1955..| +0.2 | +0.3 | +0.1 | +0.1 +0.3 +0.1 | +0.1 +0.3 | +0.3 | -0.2 | +0.2 | +0.2 
Sept., 1954 to Sept., 1955. .| +0.2 =i +0.8 +1.4 +1.9 (ne +0.3 | +0.4 41.5 —0.2 +0.2 +0.2 


CONSUMER PRICES ADVANCE 


ONSUMER PRICES advanced 0.2% between 
: mid-August and mid-September, according to 
Tue Conrerence Boarp’s index for the United 
States. This increase brought the all-items index to 
100.5 (1953—100) the highest point of this year. 

The purchasing value of the dollar in September, 
1955, was 99.5 cents (1953 dollar—100 cents), 0.2 
cent below the previous month. The change in the 
all-items figure was brought about by increases in 
all components making up the index. Food, trans- 
portation and sundries were up 0.3% each, while 
housing and apparel increased only 0.1%. 

Compared with a year ago the all-items index was 
up 0.2% from the September, 1954, figure of 100.3. 
All components except food rose over the year. 
Apparel was up 0.3%, transportation 0.4%, housing 
0.8% and sundries 1.5%. Food costs were down 1.1% 
from last year’s level. 

The August-to-September advance in consumer 
prices can partly be attributed to seasonal increases 
customary at this time of year. The advance in the 
food index came in all but one of the food sub- 
groups, the latter (fresh fruits and vegetables) de- 
clining 1.7%. Despite the break in fresh pork prices, 
advances in beef, ham and bacon moved up meat 
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prices. Egg prices continued to climb, and small 
advances occurred in prices of milk, cereals and bak- 
ery products. The housing increase came mainly 
from higher fuel prices and gas rates and smaller 
rises in prices of household supplies. Apparel prices 
increased seasonally, and services were slightly high- 
er. The advance in the transportation index reflected 
slight rises in public transportation and automobile 
upkeep. Contributing to the rise in sundries were 
price hikes in personal care items and cigarettes. 


PRICES IN CANADA AND JU. S. 


The series of charts shows the changes in consumer 
prices in the United States and Canada from 1949 
to 1955. The strongest catalyst of price change at 
the start of the period was the Korean war, but by 
1953 prices had become fairly well stabilized in both 
countries. The effects of the Korean situation are 
described in the Canada Year Book for 1954: 


“The wave of consumer buying which commenced in 
the latter part of 1950 leveled off early in 1951. The 
apparent high level of personal stocks, resistance to ris- 
ing prices, the growing realization that shortages would 
not be as severe as first anticipated, increased taxes and 
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the adoption of credit controls were all factors in curtail- 
ing consumer demand. During 1952, however, most of 
these influences disappeared.”! 


This description applies equally well to price de- 
velopments in the United States during this period. 
Even when the different components of the two 
indexes are compared, the similarity of the price 
movements remains striking, although the response 
to the rather unstable Korean war period differed in 
'Page xi. Dominion Bureau of Statistics, Ottawa. 
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degree. The food indexes show this clearly. The 
Canadian Economic Analyst, reporting on the June, 
1953, food index, stated:1 


“The food index advanced from 110.1 to 111.4 (up 
1.2%) due to higher prices for fresh and cured pork, fresh 
fruit and vegetables, and smaller increases in the prices 
of most other meats, bread and eggs. Prices of butter 
and canned fruits and vegetables were lower.” 


Tue Conrerence Boarn’s Management Record for 
1Page 76. Published by the Department of Agriculture, Ottawa. 


Consumer Prices in Two Countries 
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August, 1953, commented on the May-to-June price 
changes as follows: 


“Food costs . . . rose 1.2% during the month. Most 
meat prices moved up throughout the country. Beef 
prices registered increases . . . and pork and lamb con- 
tinued to climb. Higher prices were reported for all fresh 
fruits and vegetables, with the exception of lettuce. Lard 
and eggs also advanced during the month, while butter 
and canned tomatoes were among the few items which 
declined.” 


The movements of the rent indexes, even though 
not strictly comparable because the Canadian index 
includes items other than rent under the heading of 
shelter, exhibit a closeness similar to that of the food 
indexes. The steep increase in the Canadian index 
for March, 1950, is owing partly to the fact that 
the February-to-March change shows the accumu- 
lated increases for the entire period from November, 
1949, to March, 1950. Rents in both countries rose 
considerably with the relaxation of controls, although 
the increases were somewhat later in Canada. 

The apparel indexes exhibit an even greater simi- 
larity than any of the other components shown. The 
greater rise in Canada in 1950 may have been owing 
to the heavier impact of increased wool and leather 
prices on the Canadian index. 

It should be noted that all these comparisons are 
valid only for the relative price movements and can- 
not be applied to price levels as such. 

Both the Canadian index and the Board’s con- 
sumer price index for the United States are designed 
to measure the price change of a constant market 
basket of goods and services bought by urban 
dwellers. The measures, however, are not identical. 
The geographical coverage for each index is equally 
comprehensive relative to population, although the 
United States has a greater degree of urbanization. 
The Board’s index measures price changes for cities 


Canadian and NICB! Market Baskets 


Canada 
AN ESS Woo Meek. eee ae eS ae 100 
EGOds ee el i. rd aetna 82 
SELLE hs SAGs fc LM widicays la shee 15 
RST cele rack cine Ce hc eee: 9 
Homeownership.........-...-+.: 6 
PO lothin gene cnc ee eee eee 11 
Household operation............... wie 
Ruel and lighting... .... Hoes. 5 
Homefurnishings... ode. .0 4s oehee - 7 
Supplies and services............. 5 
Other commodities and services..... . 25 
Transportation: .i- nitric ae q 
AGEEGINODULE oe a) uke ae ase 4 
OCS) reece ee eh eeaers sn ened 3 
ETAVEL MOA eS ate eee ne 
Reereation ney ac cetieedieles beet 4 
Health Gare. 4 onic. o6 ecaeeissicst 5 
Tobacco and alcoholic beverages. 7 
Personalcare i od... ee ae Q 


1Compiled according to Canadian classifications 


of 50,000 and over and includes individual surveys 
in forty cities, while the Canadian index measures 
changes in twenty-seven cities of 30,000 and over. 

A more important difference, however, lies in the 
types of families whose spending habits are the 
basis of the index market basket. The Canadian 
basket is based on all types of families as far as oc- 
cupation is concerned. The families or spending 
units, however, were limited to those ranging from 
two adults to two adults and two children. Further- 
more the family income was limited to between 
$1,650 and $4,050 (in Canadian dollars). In con- 
trast, the United States index market basket was 
based on the spending habits of the families of wage 
earners and clerical workers whose incomes were 
$10,000 or less. The average income was $3,866, 
and although no limits to family size were estab- 
lished, those surveyed averaged 3.2 persons. Single 
persons were excluded in both cases. 

The family market baskets were derived from data 
collected at different times—1948 for Canada, and 
1950 for the United States—but adjusted to be typi- 
cal of the early 1950’s. Even though many postwar 
economic strains were easing in 1948, some effect on 
the spending patterns might have been expected. 

The Canadian requirements given above limited 
the families to a middle-income group, while the 
Board’s permitted a broader income sweep but con- 
fined the sample to wage-earner families. But be- 
cause the largest proportion of middle-income fami- 
lies are wage earners, both sets of rules resulted in 
defining similar average spending patterns. 

The major subsections of family spending, as 
given in the special table, show that there is great 
similarity in the buying patterns of the United States 
and Canada. The only differences in the patterns 
large enough to be meaningful are the proportions 
spent on “other commodities and services,” includ- 
ing transportation. Proportionately, almost three 
times as much goes to automotive transportation in 
the United States than in Canada, while Canadians 
devote almost twice as much to alcoholic beverages 
and tobacco. 

Spending for the purchase of a house has been 
excluded from Tur ConrereNce Boarp’s market bas- 
ket for purposes of this comparison, since the Ca- 
nadian index excluded such spending. However, 
since homeownership affects spending for other goods 
and services, it is interesting to note that urban 
Canada and urban United States have about the 
same proportion of homeowners. Of all Canadian 
nonfarm dwellings in 1951, 59.8% were owner occu- 
pied, while 53.3% were owner occupied in the United 
States in 1950. 

Heitzn BacHNeEr 
Ourve E. VaucHan 
Statistical Division 
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ECONOMIC NOTES 


Impact of Unemployment Supplements 


®TIn the brief period since its birth, supplemental unem- 
ployment compensation has already produced one desirable 
result. That is a deeper interest in, and thorough examination 
of, the purpose, operations and adequacy of state unem- 
ployment benefit programs. 


©The growth of various types of labor extras, of which 
SUC is just one item, suggests that employers and labor 
alike should examine each component of the fringe package 
in terms of possible integration of their ramified welfare 
programs. The emergence of individually vested funds, not 
only for layoff payments, but also for sickness, retirement, 
severance, death, and even vacations, underlines the need 
for this type of reevaluation. 


© SUC in and of itself is no miracle cure for the business 
cycle or for cyclical unemployment. Such payments come 
into play only after the downswing has already begun. So 
that the remedy is not preventive, although it may cushion 
the shock in selected industries or communities. The fiscal, 
monetary and credit tools that we have at our command 
appear to be far better contra-cyclical weapons than the 
approach through purchasing power. 


A distinguishing feature of SUC plans to date is their 
limited liability. But other supplements began exactly this 
way and are still far from a ceiling. History suggests that 
employers would be well advised to look beyond the initial 
modest demands to the sobering implications of substantially 
higher fixed labor costs over the cycle.—From address by 
Martin R. Gainsbrugh, chief economist, The Conference Board, 
to the Associated Industries of New York State, Lake Placid, 
New York, September 30, 1955. (Printed in full in November 
Management Record.) 


"Crichel Down" Again? 


[The circumstances surrounding the case of Crichel Down and 
the official report were reported in The Business Record of 
August, 1954] 


Since his famous “Crichel Down” fight, Lt.-Cmdr. Marten 
has been inundated with letters from people all over the 
country who have been victims of compulsory purchase orders. 
The June issue of Property records many glaring instances 
given by Cmdr. Marten at the recent annual conference of 
the National Federation of Property Owners. Reading from 
a sheaf of correspondence, Cmdr. Marten quoted the case of 
a man who had had forty acres of his land taken by compulsory 
purchase for £100 per acre. The acquiring authority then 
immediately proceeded to sell three of those acres to a private 
builder for £2,500—a matter of 800% profit per acre! 


Another man wishing to leave London for a better job 
elsewhere and buy a house in his new locality was offered 
£8,000 for his London house. The deal fell through because 
the London house was in an area scheduled for development. 
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“He must lose the job because he cannot afford to buy the: 
new house without selling the old one.” Cmdr. Marten 
agreed that there must be public development and, conse- 
quently, “designated” areas. But he urged that the authori- 
ties should either be required to pay the market price or 
release the property. “All these evils which are inherent in 
the existing law are in my belief gnawing away at the vitals 
of our society,” he continued, “‘and if they are really part of 
a property-owning democracy, these words have ceased to 
have their proper meaning.” 


In endorsing these views Property also asks whether the 
assumption of a continuing real housing shortage is still valid. 
‘A free market in rents,” it says, “would do more than any 
other single move to secure full occupation of available 
accommodation and to lighten the heavy burden of subsidies.” 
—The Statist, London, June 25, 1955, page 898. 


Index-tied Deposits 


On May 2 there were opened in most Finnish credit 
institutions special deposit accounts that are safeguarded 
against depreciation of the internal value of the mark. De- 
posits are received for twelve months and the minimum 
amount is fixed at 30,000 marks. If the cost of living index 
(October, 1951=100) rises above 104, every 2% rise in the 
index will be compensated for by 2% of the deposits being 
credited to the account. The rate of interest is 434%, while 
the interest on ordinary deposit accounts is 544% to 534%. 
As regards loans, price index clauses are applied only to such 
an extent as will enable the credit institutions to pay the 
index premiums to their depositors—Bank of Finland, 
Monthly Bulletin, May, 1955, p. 29. 


Sample Surveys and Consumer Behavior 


1. Expenditures on durables and many components of 
savings are not determined by habitual decisions. They 
fluctuate and thereby influence general economic activity, 
but their predictability is enhanced by a study of their rela- 
tion to income, past income change, past liquid assets, and 
consumer attitudes or expectations. 

2. Some components of saving, which can be specifically 
measured and identified in survey data, are determined by 
contract or by routine and do not play the same instigating 
role in economic fluctuations. 


3. The saving process of an individual is not simple or 
explainable in terms of one or two variables. A complex of 
interrelated variables working in a nonlinear fashion affect 
behavior. The statistical calculations in this volume actually 
try to measure the characteristics of these nonlinear multi- 
variate savings patterns. 


4. The much discussed relationship between wealth and 
saving or spending is investigated here, and it is found that 
liquid assets have a significant influence on consumer be- 
havior, but this relation is not of the simple form assumed in 
most discussions of the theory of employment. 


5. Consumer income expectations and general economic 
outlook are found to be related to actual behavior. Individual 
subjective variables can be measured in personal interviews 
with consumers and fitted into behavior patterns.—The 
“substantive conclusions” of Contributions of Survey Methods 
to Economics, edited by Lawrence R. Klein, Columbia University 
Press, New York, 1954. $5.00. 


UNDERSTANDING MONEY SUPPLY 


since “neutrality” gave way to “active ease” 

in the spring of 1953? What has happened 
in the shorter period since “active ease” was aban- 
doned at the turn of the year? The answers to such 
questions depend partly upon what is meant by 
money supply. There are several definitions and 
concepts in common use. Following are the more 
important. 


W/ ite HAS HAPPENED to “money supply” 


-~ 


1. Currency outside banks, plus demand deposits, 
but exclusive of interbank and Federal Government 
deposits and less items in process of collection—here is 
the stuff that is actually used as “money” from day 
to day by individuals, businesses, and state and local 
governments. It does not ordinarily vanish or dim- 
inish with use, except when taxes are paid to the 
Federal Government, and then only temporarily. 
Except when there are large shifts from deposits to 
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currency or when heavy regional transfers of funds 
occur, the reserves of the banking system are not 
usually much affected by the rate at which this type 
of “money” is used. It is the money supply in the 
purest sense of the term, and for most purposes is 
probably the most useful figure of the lot. With the 
exception of expenditures by the Federal Govern- 
ment, other forms of “money” must be converted 
into one or the other of these forms before it can be 
used as money. 

The accompanying charts show what has happened 
to the supply of this money through August, 1955, 
starting with January, 1953, which was some several 
months before the authorities winced and relented 
and refrained in the spring. 

The data are shown first, as reported, and then 
after seasonal adjustment. It is clear that prior to 
the abandonment of the relatively restrictive policy 
in May, 1953, money supply in this sense had been 
rising (on a seasonally adjusted basis), and that fol- 
lowing the introduction of “active ease” it remained 
about stationary for roughly a year. When the rise 
was once again resumed it continued a slow upward 
trend right through the institution of firmer policies 
early this year. Certainly there is no correlation be- 
tween monetary policy and this type of money supply! 


a 


2. Another much used concept is that embodied in 
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what is commonly known as the “privately held” 
money supply. This figure is obtained by merely 
adding time deposits to the total already defined and 
charted above. Of course, neither type is, strictly 
speaking, all privately held, since deposits of state 
and local governments are included. Time deposits 
must ordinarily be converted into demand deposits 
or currency in order to be utilized in ordinary trans- 
actions requiring money payments. It is a fact, 
however, that this transfer (and the reverse trans- 
action converting demand deposits into time de- 
posits) is in ordinary times simple, direct, and im- 
mediate, and sometimes occurs for reasons without 
special significance for the money supply student. 
There is no seasonally adjusted figure available for 
this series. 

Here is what has happened to “money supply” as 
defined in this way. 

Time deposits rose faster during the period here 
under study than either demand deposits or currency 
outside banks (percentually much faster), but the 
general contour of the curve is not greatly different 
from-that shown in the first chart—thanks to the 
fact that, together, demand deposits and currency 
outside banks dominate the series. 


oak 


3. The third concept mcludes total deposits, ad- 
justed, plus currency outside banks, plus United 
States Government deposits at Federal Reserve 
banks and commercial and savings banks, Treasury 
cash holdings plus net foreign bank deposits. This 
is often called “total money supply.” Perhaps, the 
chief merit of this series is the fact that it can be 
readily related to the origin of changes in it. Of 
course, it is true that the Federal Government regu- 
larly makes use of its deposits for ordinary pay- 
ments, but there are important differences between 
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such deposits and those of private individuals, busi- 
nesses and state and local governments. 

For one thing, they rise and fall with tax collec- 
tions, which, in turn, come at certain periods of the 
year. Most of them are ordinarily carried at the 
commercial banks, but when utilized they are first 
transferred to the Federal Reserve banks. Upon 
their expenditure they ordinarily become private de- 
posits at commercial banks. Such processes as these 
obviously have major effects upon the reserve posi- 
tion of the commercial banks. Government deposits 
at commercial banks are technically demand de- 
posits, but obviously their behavior and the conse- 
quences of their accumulation and utilization are 
quite different from other demand deposits. 

Now money supply in this sense must always equal 
the total of the assets of the monetary system, less 
capital funds and certain other relatively small ac- 
counts. These assets consist of gold, Treasury cur- 
rency, bank loans, bank holdings of United States 
Government obligations, and other securities. It is 
easy to trace the source of the increases in this 
“money supply” series by use of these figures. How 
the more important items among the assets of the 
monetary system and the capital and “other. ac- 
counts” behaved in the period in question is shown 
in the summary chart on page 416. 

It is evident from the chart that the increase in 
net money supply since the spring of 1953 is based 
mainly upon bank credit extended to borrowers other 
than the Federal Government. The net increase in 
loans from May, 1953, to August, 1955, is $16.6 bil- 
lion, a rise of some 21.7%. Other securities shows an 
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increase of $3.1 billion, or 17.4%. Bank holdings of 
Treasury obligations rose only $2.5 billion, or 2.6%. 
Gold stock moved downward moderately and the capi- 
tal and miscellaneous account column rose some $2.4 
billion. Bank holdings of governments rose fairly 
sharply during the winter of 1954-1955, but declined 
when the Federal Reserve again put the screws on 
about the turn of this year. 


Frepertck W. JONES 
Division of Business Economics 


BUSINESS FORECASTS 


(Continued from page 411) 


regular line products to domestic dealers and consumers 
are up 18% to 25% over the same period a year ago. 
“While not yet a boom, the sales uptrend is helping to 
offset the general decline in 1954 business, is spelling an 
end to manufacturers’ inventories in both finished goods 
and raw materials. It’s setting a pace which could mean a 
healthy sales picture for 1956—and several years to come.” 


The Iron Age (October 20)—‘“Farm tractor production — 


next year is expected to decline moderately from the 302,000 
wheel-type units forecast for 1955. Current estimates by 
major farm equipment producers cite a drop-off of about 
5% in total sales for 1956 compared with this year. The 
anticipated dip is a result of better balance in dealer in- 
ventories.” 


Paper Industry 


J. D. Zellerbach, president of Crown Zellerbach Corpora- 
tion (press release of the Hugh W. Long Company, Sep- 
tember 15)—“. . . The paper and paperboard industry 
will undergo many changes in the next twenty years; and 
if the growth of recent years is maintained, we may expect 
the industry to produce about 50 million tons of paper and 
board in 1975 as compared with nearly 27 million tons in 
1954.” 


Air Conditioners 


The Journal of Commerce (October 19) —“Room air con- 
ditioner manufacturers believe they will enjoy a highly 
profitable year in 1956, even if summer temperatures are no 
higher than average. 


“Following a late but blisteringly hot 1955 season, the 
entire industry is virtually cleaned out of inventory, leaving 
a modest carry-over which will not imperil introduction and 
sale of the new models. 

“Competition will still be stiff, it is admitted, but there 
should be no recurrence of the forced liquidation of stocks 
held by dealers, distributors and some manufacturers that 
characterized a panicky market in early 1955... .” 


Appliances 


Parker H. Ericksen, executive vice-president of the Crosley 
and Bendix Home Appliances division of Aveo Manufactur- 
ing Company (from The Journal of Commerce, October 


18) —““Development of new markets during the next five 
years will mark the arrival in 1960 of a ‘golden decade’ for 
the appliance business. . 


“He [Mr. Ericksen] stated that, even without new products, 
today’s annual sale of 30 million appliances will rise to 50 
million by 1965. However, he said that growth will be un- 
spectacular until 1960 when ‘war babies’ begin marrying and 
raising families of their own... . 

“He predicted that the family in 1965 would have an 
average of $900 to spend on durables, including appliances, 
compared with the $630 of today’s family. ...” 


Electronic Industry 


Frank Stanton, president of Columbia Broadcasting 
System, Inc. (press release of the Hugh W. Long Company, 
September 15)—“The electronics industry, broadly defined 
to include the manufacture, distribution and servicing of 
radio and television sets, records, phonographs, electronic 
equipment for government and for industry, as well as the 
broadcasting of radio and television programs, accounts 
for about 2% to 2.5% of the gross national product, or 
over $8 billion in 1955. This is at least five times the 
volume of 1946. While the industry can hardly continue 
quintupling every nine years, it can be expected to grow 
at a rate considerably more rapid than that of the economy 
at large, possibly twice as rapidly. By 1975, it may, ac- 
cordingly, account for from 4% to 5% of the gross national 
product or something in the neighborhood of $35 billion.” 


Watch Industry 


Arthur B. Sinkler, president of the American Watch 
Manufacturers Association (as reported in the New York 
Herald Tribune, October 20) —‘‘Arthur B. Sinkler . . . pre- 
dicted yesterday that 1956 will prove ‘a better year for 
the domestic watch industry than 1955, which shapes up 
as a good year.’ 

“Saying that he is ‘bullish’ about prospects for next year, 
Mr. Sinkler declared the improvement in watch business 
will mirror an upswing in the general economy during 
19562 eae 


Canada—Automobiles 


Automotive News (October 17)—“In a survey of some 
of the factories affecting the future auto market in Canada, 
the Monthly Review of The Bank of Nova Scotia con- 
cludes there are a good many reasons for anticipating an 
annual future demand at least as high as the more than 
300,000 unit average of the last five years. 

“This view is based on the assumption that employment 
and incomes continue to rise. However, noting that most 
of the cars now on the road are fairly new and that con- 
sumers can postpone buying if they wish, the Review cau- 
tions that such a general estimate of the future market 
cannot be taken as a forecast of any particular year 
ahead... . 

“In looking at the possible future scope of the Canadian 
car market, the Review observes that the recent Ameri- 
can past is perhaps the best guide. For if there is any 
aspect of consumer behavior in which Canadians and 
Americans are more alike than another, it is in the general 
determination to own an automobile. . . .” 
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CREDIT BRAKES IN CANADA 


HE BANK OF CANADA’s discount rate, 
which had been lowered from 2% to 114% 
last February 15 and moved back to 2% on 
August 6, was raised to 244% on October 13. One of 
the features of this series of changes is that it repre- 
sents a concentration, within a period of only eight 
months, of three of the five changes that have been 
made in this rate since the Bank of Canada com- 
menced operations twenty years ago. 

A second feature is that, at 214%, the rate now 
stands at an all-time high—a reflection of the fact 
that the Bank of Canada was born in the “low-rate” 
Thirties, and that various circumstances inhibited 
the application of firm monetary restraint to the 
strong inflationary forces in the early postwar period. 

A third feature is that, while the recent increases 
appear to reflect a shift in monetary management 
from a policy of “easy money” to a policy of at least 
moderate restraint, they do not actually represent 
the primary and direct instrument through which 
such restraint has been applied. Basically, the re- 
straint has hinged upon the Bank of Canada’s open- 
market operations. 


PRESSURE ON BANK RESERVES 


As a consequence of the Bank of Canada’s open- 
market policy, the tightness of the reserve positions 
of the chartered banks has been unprecedented, with 
the banks having virtually no excess over the statu- 
tory minimum for the first time in Canadian bank- 
ing history. In addition, during recent weeks the 
banks have obtained advances from the Bank of 
Canada—a rare occurrence—and on October 12 
these advances stood at $26 million, one of the high- 
est levels ever reached. This tightness has been re- 
flected in a relatively rapid climb of short-term 
money rates—in particular, the Treasury bill rate 
and the rate on day-to-day loans by the chartered 
banks to security dealers (see the accompanying 
chart). As the increases have carried them. close to 
the prevailing discount rate, the monetary authori- 
ties have been faced with the choice of either in- 
creasing it or of moderating the tension arising from 
their open-market policy, if they were to maintain 
the kind of short-term interest rate structure appro- 
priate for Canada’s developing money market. 

In early August and in the second week of October 
the former alternative was elected. On the other 
hand, in the third week of October, when the money 
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market rates again threatened to close in on the 
discount rate, the Bank of Canada increased its 
holdings of Treasury bills by $84 million (to $274 
million), thereby facilitating not only a reduction 
of $10 million in advances to the banks, but also an 
increase of $45 million (to $551 million) in the 
banks’ “reserve” deposits at the Bank of Canada. 

Thus the recent changes in the discount rate have 
been a symptom rather than a cause of the relatively 
tight monetary conditions. At the same time the 
increases both in August and October were obvious 
indications that no imminent reversals in the gen- 
erally tighter conditions could be expected. 


BUOYANT BUSINESS TRENDS 


A full appreciation of these changes requires some 
understanding not only of general monetary and 
credit developments over the past year, but also (and 
more basically) of business trends. With regard to 
the latter, the most important feature of recent 
trends has been the scope and unexpectedly rapid 
pace of over-all economic expansion. The rate of in- 
crease in the total volume of production of goods 
and services in Canada during the past year has 
exceeded that of any comparable period in the past 
decade, and has also been significantly more rapid 
than the rate of increase in the United States. This 
expansion started from a somewhat broader and 
stronger base than that in the United States. It 
has been fostered by buoyant export markets and 
consumer demand and by upward revisions in many 
forms of investment outlays. It has been facilitated, 
especially in the early stages, by the ample availa- 
bility of most factors of production and by under- 
utilization of capacity in many lines of business. 
To date, this expansion has been balanced and 
healthy, and has proceeded with little or no support 
from such temporary stimulants as demand back- 
logs, speculative elements, excessive consumer debt 
expansion, or substantial over-all inventory accumu- 
lation. 

However, since a considerable part of the rapid 
expansion in Canadian output during 1955 has in- 
volved “picking up slack,” there will necessarily 
have tv be some slowing down in the pace of growth 
in physical production. Indeed, some deceleration 
is already in progress in many types of. business. 
There will therefore need to be a corresponding 
slowing in the expansion of demand, if inflationary 
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DAY-TO-DAY LOANS 


‘ 1953 1954 1955 


Government bonds: theoretical yields of Government of Canada bonds, 
as of the fifteenth of each month, except for latest figure which is 
for September 30. 

Bank of Canada discount rate was reduced to 1%2% on February 15, 
1955, moved back to 2% on August 6, 1955, and raised to 214% 
on October 13, 1955. 

Three-month Treasury bills: weighted average rate at tenders during the 
month, except for latest figure, which is for October 14, 1955. 


Day-to-day loans: average daily rate to security dealers by chartered | 


banks. Latest figure shown is for October 14, 1955. No such loans 
were made prior to June, 1954. 


Sources: Bank of Canada; Department of Finance 

pressures are to be averted. Essentially, the recent 
turn toward monetary restraint appears to have been 
aimed at preventing an excessive expansion in mar- 
ket forces stemming from easy access to credit. 


UPSWING IN CREDIT 


Along with rising prosperity has come a consider- 
able monetary expansion. Currency and active de- 
mand deposits have risen more than 10% in the past 
year. Total deposits of the chartered banks have 
risen slightly more rapidly, while the banks’ total 
loans and investments have risen almost 14%. Loans 
to provincial and municipal governments and invest- 
ments in their securities are up about one third, and 
investments in corporate securities slightly over one 
third. Holdings of insured residential mortgages—a 
lending field that the banks entered for the first 
time in June, 1954—have risen about tenfold to over 
$200 million. In the larger components of the banks’ 
earning assets—Government of Canada securities and 
commercial and industrial loans—the dollar gains 
have been larger, but much less rapid in percentage 
measures. 

On the whole, the monetary expansion, at least 
into the third quarter of 1955, appears to have pro- 
ceeded roughly in step with the expansion in over- 
all economic activity. But in the financing of capital 
requirements, a number of important types of bor- 
rowers appear to have been placing greater reliance 
upon bank credit relative to other sources of capital 
funds. 


In responding to the heavy credit demand, the 
banks, partly as a consequence of changes in banking 
legislation in 1954 and the development of a broader 
money market, have been prepared to sail closer to 
the wind in their cash reserve positions. During 
the past three months, these positions have been 
hovering only a few decimal points above the present 
8% statutory cash reserve minimum, and on at least 
one occasion the banks actually touched this mini- 
mum. As a consequence, they have had to main- 
tain a tight leash on their day-to-day loan operations, 
and the security dealers have on occasion been 
forced into the Bank of Canada. 

The recent advances obtained by the banks from 
the Bank of Canada—which totaled $10 million 
on October 5, $26 million on October 12, and $16 
million on October 19—are also symptomatic of the 
pressures on bank reserves, especially against the 
background of the very infrequent use made of such 
facilities in Canada. On only one previous occasion 
(in April, 1954) has the Bank’s advances exceeded 
$26 million. At that time the advances were not 
so much a reflection of tight money conditions as 
a signal that some of the banks were prepared to op- 
erate with greater flexibility to foster the develop- 
ment of the Canadian money market. 


ADDITIONAL PRESSURES 


A number of further factors have had some bear- 
ing upon the rise in short-term interest rates. Two 
of these have been the rising tide of Treasury bill 
issues and the high or rising short-term interest 
rates in the United States and Britain. Canadian 
Treasury bills outstanding have risen almost 50% 
since the beginning of this year—from $780 million 
at the end of 1954 to $1,130 million in mid-October. 
Although a substantial proportion of this increase 
was absorbed by nonbank investors, whose interest 
in such investments has naturally been stimulated 
by rising bill yields, the magnitude of this expansion 
has inevitably tended to put some upward pressure 
on short-term rates. 

The sudden and large increase in three-month 
Treasury bill yields in Britain in the early part of 
1955 and the relatively large and persistent increase 
in Treasury bill yields in the United States since 
mid-1954 are shown in an accompanying chart. 
Both the British and the United States bill yields 
have been consistently above those in Canada dur- 
ing this year. This international pattern of rates 
has tended, at times, to generate additional upward 
pressure on short-term rates in Canada. This has 
come about through the encouragement given to 
flows of short-term funds from Canada to Britain or 


1Treasury bills outstanding have increased during 1955 by $10 
million per week from January 14 to July 8, by $5 million per week 
from July 15 to September 30, and by a further $30 million during 
the first two weeks in October. 
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the United States, even though adjustments in for- 
ward exchange rates have tended to minimize actual 
differentials in earnings between short-term invest- 
ments abroad and those in Canada. More recently, 
anticipations of some weakness in the Canadian ex- 
change rate, which led to a flow of some funds to the 
United States, also appear to have added tightness 
to the money market. 


LONG-TERM RATES 


Long-term rates remained stable until July and 
have subsequently advanced only moderately. With 
rising long-term rates in the United States, the mar- 
gins by which such rates in Canada usually exceed 
those on comparable obligations have been greatly 
reduced, and in some instances have been all but 
eliminated. Partly as a reflection of these trends 
has come a drying up of Canadian bond issues in 
New York and a repatriation of substantial amounts 
of Canadian bonds previously held in the United 
States. 

These shifts in international capital transactions 
make the relative stability of long-term interest 
rates in Canada all the more remarkable. This is 
especially so in connection with business outlays for 
new plant and equipment in Canada, which have 
not only been maintained at relatively higher levels 
than those in the United States, but are expected 
_ to rise considerably in the latter part of 1955. More- 
over, life insurance companies have continued, on 
balance, to liquidate long-term Government of Can- 


1The Canadian dollar, after remaining at a premium of around 
114 cents for the past two years, moved rather sharply downward, 
and touched par with the United States dollar on October 19. 


% Treasury Bill Yield in Three Countries 
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Yields shown are for three-month bills, and are monthly averages of 
tender rates through September, 1955. Latest figures shown are 
average tender rates on October 7 for the United Kingdom, October 
14 for Canada, and October 13 for the United States. 

Sources: Federal Reserve; Department of Finance; “The Economist” 
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ada securities, while showing net acquisitions of 
corporate obligations this year (through August) that 
appear to have been less than half as large as a 
year ago, and only about one fourth as large as in 
1953. 

A number of factors help to explain the stability 
of long-term rates in Canada until the third quarter 
of this year. They include: 


¢ The relatively large purchases of longer-term 
securities by the banking system (both the Bank of 
Canada and the chartered banks). 

© The relatively firm lodgement of outstanding long- 
term obligations in investor portfolios. 

e Higher business profits and retained earnings. 

e A smaller volume of net new bond issues during 
the first half of 1955 by provincial governments and 
corporations than in the same period last year. 

¢ Net retirements of funded direct and guaranteed 
obligations of the Government of Canada during the 
first half of this year; and the financing of new federal: 
government cash requirements exclusively through 
shorter-term debt issues. 


ADDITIONAL NOTES 


Three further financial notes on Canada deserve 
mention. First, two Canadian banks—the Imperial 
Bank of Canada and Barclay’s Bank (Canada) — 
have announced plans to amalgamate under the 
name of the former. A successful conclusion to these 
plans would represent the second merger in the Ca- 
nadian banking system within a year and would re- 
duce the number of banks in Canada to nine. 

Second, the federal government has decided to ease 
farmers’ access to bank loans against farm-stored 
grain. This is reportedly to be accomplished through 
a partial federal guarantee of such loans, but the 
details have not yet been announced. 

Finally, the tenth series of Canada savings bonds 
is now on sale. These bonds have been sold in 
annual campaigns since 1946. 

At the beginning of October, the total outstanding 
volume was close to $2 billion (or about one eighth of 
total outstanding government debt), and sales of the 
ninth series last year totaled about $800 million. 
The current issue carries terms identical with those of 
last year—they are 314%, twelve-year coupon bonds, 
dated November 1, 1955, offered at par up to No- 
vember 15, 1955, cashable on demand at par plus 
accrued interest, available only in registered form 
to Canadian residents, and are subject to a maxi- 
mum purchase limit of $5,000 of the issue for any 
single individual. Early reports on current sales 
show initial subscriptions running somewhat ahead of 
those a year ago. 

Artuur J. R. Smita 
Economist, Canadian Office 


IMPACT OF AMERICAN FIRMS IN BRITAIN 


By John H. Dunning, University of Southampton 


MOST IMPORTANT consequence of the post- 
war expansion of American corporate invest- 
ment in this country and the growth of 

licensing agreements as between British and United 
States concerns has been the impact on the structure 
and pattern of the United Kingdom’s external trade. 

Prima facie, it might be argued that this move- 
ment is yet another reflection of the postwar malaise 
a la dollar. But this is only part of the explanation, 
as might be gathered from the fact that over two 
thirds of the recent United States investment in 
British industry (amounting to some $600 million for 
the period 1943-1953) has taken the form of profits 
ploughed back by companies of prewar origin. ~ 


PRODUCTS ENTER INTO EXPORTS... 


The immediate, and most obvious, result of these 
developments—made increasingly evident each year 
—is that goods previously imported from the United 
States are now being produced for the first time on 
any scale in this country. Yet, of equal significance, 
from the viewpoint of Britain’s economic future, is 
the role which these commodities are playing in the 
field of exports. This is emphasized first by the fact 
that their share in relation to total British exports 
is steadily growing, and secondly by the fact that the 
United Kingdom’s share of world trade in these 
goods is expanding. 

In all, United States manufacturing subsidiaries 
and jointly owned Anglo-American concerns operat- 
ing in the United Kingdom last year produced about 
£550 million worth of American-styled and designed 
goods, and probably half as much again of this value 
was turned out by British firms manufacturing under 
American license. This compares with approximately 
£140 million worth of manufactured goods directly 
imported from the United States.t In other words, of 
the “American” products bought by the British con- 


This article is reprinted from the September, 1955, issue 
of "District Bank Review," which is published by District 
Bank Limited, with its head office at Spring Gardens, 
Manchester 2, England. The article appeared under the 
title: "United States Manufacturing Subsidiaries and 
Britain's Trade Balance." 


sumer in 1954, nearly four fifths were actually manu- 


factured in this country. In 1938, the probable value 
of such goods produced in the United Kingdom was 
£150 million, or practically three quarters of the 
amount consumed. 


. .» AND ARE IMPORT REPLACEMENTS 


In table 1, some of the main implications of these 
recent trends—particularly in so far as they have 
affected the character of the United Kingdom’s in- 
ternational trade—are shown. The industries repre- 
sented are predominantly of recent origin and, in 
each case, American influence in one way or another 
is marked. Before the war, of the very limited 
United Kingdom consumption of these products, 
some 70% was imported—and usually the’ United 
States was the chief supplier. Now, as a result of 
changing economic circumstances—both internal and 
external—with the exception of refined petroleum, 
Britain is well nigh self-supporting as a home pro- 
ducer; indeed, of last year’s output of these products 
some 30% was sent overseas. 

Over-all figures show that, while in 1938 the con- 
sumption of these newer commodities cost the United 
Kingdom some £40 million in foreign exchange, in 
1954 there was a net inflow of £100 million. Any 
estimate of the possible “import replacement” value 
of this new production must necessarily be conjec- 
tural; it is, however, thought that already the Faw- 
ley refinery has saved this country over $150 million. 

The data given in table 1 illustrates that develop- 
ment has been particularly marked in the case of 
office machinery, agricultural tractors and refined 
petroleum; in fact, the United Kingdom is at pres- 
ent the second largest world exporter of the first 
two products, and the value of refined petroleum 
now being sent overseas is well in excess of the tra- 
ditional coal exports. The proportion of earth-moy- 
ing equipment and domestic electrical appliances ex- 
ported to total production is also impressi’e. For 
the most part, imports, though increasing slightly 
in value terms, have dropped in quantity—espe- 
cially so in recent years as newly established United 
States subsidiaries have gradually become more self- 
sufficient in their manufacturing and have ceased to 
import raw materials and components from America. 

1Exclusive of defense equipment. 
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Again, the above trends are confirmed when one 
looks at United Kingdom exports of these newer 
commodities in relationship to those of the United 
States. Before the Second World War, America had, 
to all intents and purposes, a monopoly in the world 
trade of the commodities listed in table 1, total Brit- 
ish exports in 1938 being but 3% of the correspond- 
ing United States exports. By 1948, however, the pro- 
portion had risen to 20%, and by 1954 to 40%; and 
today this country is exporting substantially the same 
quantities of washing machines, refrigerators, agri- 
cultural tractors and excavating equipment as the 
United States. Moreover, indications are that this 
may well be a long-term trend: certainly the recent 
easing of world currency difficulties has done nothing 
to reverse the situation—in fact, the United King- 
dom has continued to improve her relative position. 


EXPORTS ABOVE THE AVERAGE 


From the foregoing it is evident that in no small 
way American branch subsidiaries have helped to 
bring about these movements and table 2 provides 
further confirmation by giving the percentage of ex- 
ports to total production of some 101 firms—selected 
from all branches of industry—in which the average 
American shareholding is 75%. 

The average amount exported by an engineering 
subsidiary is in fact 48% and that of a nonengineer- 
ing subsidiary 35%. Both these figures are wel 
above the average exports of British industry as a 
whole—this notwithstanding the fact that the export 
opportunities of many companies are limited by the 
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existence of other United States subsidiaries (of the 
same parent company) overseas. In the case of 
cotton textiles, miner’s lamps, radio sets and agricul- 
tural tractors, American subsidiaries are exporting 
over 75% of their output; and the percentage is 
hardly less in the case of refrigerators, surgical instru- 
ments, bottling machinery and electric tools. If one 
compares the exports of prewar and postwar estab- 
lished branch plants one finds that in the former 
case the average amount sent overseas in 1953-1954 
was 35% and in the latter case 50%. 


SOME DEVELOPMENTAL FACTORS 


Influencing the statistics contained in these two 
tables are a number of factors, some well-known, 
others less evident. Perhaps, for the purpose of this 
article, it may be helpful to distinguish between 
short-run and long-run considerations. The imme- 
diate explanation of the high export achievements 
recorded by American firms is the fact that on the 
one hand the British Government, in its postwar 
screening of would-be foreign investors, has been 
biased towards those which could offer a high export 
potential; while from the American standpoint the 
establishment of branch plants since 1945 has been 
strongly motivated by the world dollar shortage and 
tariff restrictions which have virtually cut off many 
of their foreign markets. By manufacturing in the 
United Kingdom and selling for sterling this diffi- 
culty has been largely overcome. Certainly, when 
questioned, the great majority of United States sub- 
sidiaries less than ten years old gave this as the 


Table 1: Selected Newer British Industries Where United States Influence Is Marked 


£ Millions 
Estimated 
Production Imports Exports United States 7 
ad 1935 1938 1954 1938 1954 Brtale Pro. 
duction, 1954 

Engineering: 

Ofice machinery.ia sss.. sy. se Aegis we ucla one 1.4 6.4 0.5 12.2 50-60% 
mvericulturals tractors \o'sstady sa liane. seas s 0.4 0.9 0.5 42.9 55-65% 
Agricultural machinery...........)..5..0:.006- 0.5 3.5 0.1 16.2 40-50% 
Prack-laying tractorsee .. cm cate oG, iby Sre- necadles O52 Ae Aa Se ae Lae ae AS 4.8 50-70% 
Earth-moving equipment...................+5. 0.2 2.2 0.7 16.6 | considerable 
RELTIPETALOIS tat et Menta he ee, Sele Nays ee oper oats 0.2 0.2 negligible 7.8 50-60%a 
Domestic electric washing machines............| 1.1 | 18.6 | ..... negligible | negligible 5.1 | considerable 
Petroleum refinery equipment................. n.d. n.d. negligible Ds. Thaw) | eldaiceeanes 2 
rnidustriali instruments stad ele sais = tks ss enone n.d. 2.7 negligible 8.5 60-75%a 
onengineering: 

oo 1 AT ue ES 2 0.6 2.8 0.4 2.2 40-45% 
eetined Petroleum sess Mohs Me bee ie te aha a. 40.8 87.2 2.8 78.6 35-40% 
BAVC rplasticomateriais ys ee Pees ec |  ee ee en TOP ee negligible | ..... 0.8 45-50% 
Scuthetiondetegentsarers. cian eeitiis Meee a Ate. (RREeMe nT | SO/ 407 DOE EIEN, INL ahh cs PPR eT, 3.9 considerable 
Antibiotic drugs and sulphonamides...........}  ..... | 12/153 | ..... Wed aa Aas 5.9 60-75%a 
Grrpaw plack. sys: neeeedab che cig kramer. tiers 0.6 TsO ics, laa neta 0.5 70-80%a 

Totalu(estimated) a... se saveciacs son, 22.3 681.7-699 .7 44.9 107.8 5.0 208.7 45-50% 


(approx.) 


1Classified for this year under the tebdiee Agri. :ltural tractors . " 

Although the proportion of output produced by United States firms in this 
field is relatively small, there is a marked American impact which takes the form of 
engineering and designing knowledge peced on by refinery consultants, All except 
one of these operating in the United Kingdom are of American parentage. 


NOVEMBER, 1955 


3Unofficial statistics usually derived from trade association data 

4Figures for 1953 

alncluding British firms manufacturing under American license 
n.a.Not available 
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prime reason for their initial investment in Britain. 

But there are “expansionary” as well as “protec- 
tive” reasons why American companies are achiev- 
ing high exports. There is, for example, a growing 
degree of product specialization, based on compara- 
tive production costs in the two countries, being prac- 
ticed by United States and United Kingdom plants. 
This, of course, enables the firm to take the fullest 
benefit of “economies of scale” and long production 
runs, and is being operated by firms in the office 
machinery, agricultural implements, sewing machine 
and domestic electrical appliances trades. In recent 
years fluctuating exchange rates have prevented a 
more widespread adoption of this form of division of 
labor, which directly enables dollar exports to be 
earned, yet in all of the above instances British ex- 
ports to the United States are exceeding imports 
from that country. 


COMPETING WITH PARENT COMPANY 


Usually, however, the branch plant duplicates the 
products of its parent concern; complete interchange- 
ability is in fact demanded where the same foreign 


market is served by both countries. Market sharing 


between an American firm and its overseas associates 
is theoretically illegal under the antitrust laws, 
though, in reality, it is difficult to see how this can 
be avoided altogether. Certainly in recent years 
there has been a tendency for parent concerns to 
route all foreign orders via their subsidiaries, and 
for them to pay more attention to the export mar- 
ket in general. This to some extent is explained by 
the improved living standards of certain European 
and commonwealth countries, and the universal 
prestige value which American goods seem to enjoy. 
Many of the larger United States firms are turning 
their eyes outwards, and, via their subsidiaries, are 
planning to develop an expanding overseas market. 

Especially is this the case where the British sub- 
sidiary can produce and sell at a lower cost than its 
parent concern. This, in part, is simply a reflection 
of the different wage levels in the two economies, 
but of greater significance to the future of British 
exports is the fact that the comparative efficiency of 
the United Kingdom subsidiaries is steadily increas- 
ing. Quite a number of United States branch con- 
cerns are now manufacturing at costs from one third 
to one half below those of their parent companies, 
the greatest difference being in those cases where 
the size and type of markets served are similar and 
where labor costs as a proportion of total costs are 
important. 

A cost survey recently carried out by one firm 
manufacturing a small engineering product showed 
that in the case of every single one of its thirty 
specifications it could produce and sell to Canada 
more cheaply than its parent plant. This is by no 


means an isolated example: apart from the “mass 
production” industries, e.g., motor car, domestic re- 
frigerators, etc., it is the rule rather than the excep- 
tion that the British firm can produce more eco- 
nomically than its American counterpart; perhaps 
the median difference in cost is from 10% to 15%. 
An increasing appreciation of this fact by the parent 
companies is an encouraging sign so far as the future 
of United States investment in British industry is 
concerned. 

In point of fact, there is evidence of a long-run 
tendency for United States manufacturing costs to 
outstrip United Kingdom manufacturing costs. This, 
assuming the increasing rate of efficiency of United 
States branch plants here is maintained, and, of 
course, providing our inflation can be held in check, 
is likely to further Britain’s relative export advan- 
tage. 

So it would seem that American manufacturing 
firms in Britain, by benefiting from the research and 
manufacturing experience of their parent concerns 
and often from established overseas sales and distri- 
bution outlets, have helped—and are helping—to fur- 
ther the growth of Britain’s newer exports, and to 
put this country in the forefront of developments in 
international industry. And, though the percentage 
of the newer exports mentioned above to total ex- 
ports is still quite small (about 12% excluding motor 
cars), the position is far healthier than it was in 
the interwar years. 


Table 2: Exports of American Subsidiaries, 1953-1954 


Based on sample of 101 firms 


Engineering Firms 


Nonengineering Firms 


Per Cent of Output 


Exported 
No. Per Cent 
OSn ZO ee mE Ps wets 4 1.3 
DL pAOpernd keict oho rtecye ck 12 21.8 
Ale OO. cicks Histoteke ti ite ter 23 50.9 
CISNSO eats oats 11 20.0 
SIRT OO hicieron ete otek 5 9.1 
otis) meas sk foathectes ake 55 100.0 


Even so, the other side of the picture must be 
taken into account. There is, for example, the ques- 
tion of the outflow of dividends. Up to now this has 
been quite small; in 1953 profits remitted to the 
United States by branch concerns amounted to only 
£25 million, while technical service fees, royalties, 
etc., by British licenses came to another £13 million. 
This flow will, however, no doubt grow in the future. 
But, providing the export (or import replacement) 
achievements of the American firms continue to ex- 
pand in like proportion, then the net gain of foreign 
exchange should continue to increase. 

Again it is possible that certain American concerns 
might wish to repatriate their capital, sell out or 
go into voluntary liquidation. Evidence from past 

1This latter figure excludes oil and film royalties. 
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_ years, however, suggests that this is not the normal 
_ trend, and that it is more usual for an American 
- concern, as it develops in this country, to obtain a 
higher percentage of its capital from British share- 
holders. There are, for example, a minority of 
United States originated firms dating back over 
_ twenty-five years where the American shareholding 
is still 100%. Even in private companies foreign 
ownership is gradually lessened as the number of 
_ British directors increases. 


OTHER CONTINGENCIES 


The contingency of an American recession must 
also be considered: should surplus capacity arise in 
the home market it may well be that the American 
firm might prefer to contract or shut down its sub- 
sidiary rather than cause unemployment in the 
United States. This, however, is unlikely for various 
reasons—particularly where the subsidiary has the 
cost advantage; certainly this course of action was 
not taken during the 1949 recession. 

Finally, what of the possible effects of converti- 
bility on United States investment and the balance 
of payments? Here, only a hazard can be made. But 
all in all it does seem that there is little to be feared 
from a long-term economic viewpoint; full converti- 
bility of sterling is in fact more likely to encourage 
American companies to increase their capital hold- 
ings in this country than the other way round— 
notwithstanding that inconvertibility was the main 
reason for the postwar United States firms coming to 
this country in the first place. 
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The indirect effects which American corporate in- 
vestment have had on British foreign trade should 
also be briefly noted. 

There are many cases of British subsidiaries ex- 
porting products back to the parent company at a 
lower cost than the latter would have to pay to its 
home suppliers; e.g., electrical equipment, plastics, 
casting, high-quality steel strip, etc. 

Then there is the question of the impact which 
American managed concerns have had on the effi- 
ciency of their British competitors: though difficult 
to assess, this has been of importance in regard to 
certain manufacturers of industrial instruments, 
watches and clocks, domestic electrical appliances 
and synthetic detergents. 


A NEW DIVISION OF LABOR? 


In conclusion, it is of importance to mention that 
economic (and indirectly strategic) ties with Amer- 
ica are being strengthened. A new form of interna- 
tional division of labor might, in fact, well be a 
predominant feature of future years. While we, in 
the United Kingdom, would benefit from the research 
and development experiences of the United States 
(particularly in connection with the so important 
“pilot” stage of production), manufacturers in that 
country would benefit from the differential in manu- 
facturing costs and the inherent skill of British labor, 
including our own research facilities. 

Indeed this partnership, given encouragement, 
should provide a great deal of mutual satisfaction in 
future years. 
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Savings Among Upper-Income Families in Puerto Rico— 
This study of savings among Puerto Rican families 
earning $2,000 a year or more reveals that there is little 
difference between families of similar incomes there and 
in the United States in the relative number who saved 
or in the amounts saved in 1950, but the form of sav- 
ing differs. Eleanor E. Maccaby, Frances Fielder. Uni- 
versity of Puerto Rico Press, 1953. 


Britain and the Tide of World Affairs—Collection of lec- 
tures delivered over the B.B.C. by the British Ambassador 
to Washington, whose stay during the years 1948-1952 
made him think anew about the relation of Britain to 
world affairs. Oliver S. Franks. Oxford University Press, 
London, 1955. $1.25. 


The Hard-Surface Floor-Covering Industry—A study of 
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the industry. Robert F. Lanzillotti. State College of 
Washington Press, 1955. $4.00. 


Tariff Procedures and Trade Barriers—The author of this 
study “describes and illustrates obstacles to international 
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trade incidental to the administration of customs, tariffs 
and of certain other measures that relate ostensibly to 
sanitation and the preservation of health, to the mainte- 
nance of standards, to the prevention of misleading or 
fraudulent labeling, packaging, and advertising, and to the 
protection of copyright, patents and trade marks.” G. A. 
Elliot. University of Toronto Press, Toronto, 1955. $5.95. 


Federalism, Finance and Social Legislation—A compara- 
tive historical study of the provision of social services 
and the division of revenue sources in three federations— 
Australia, Canada and the United States. A. H. Birch. 
Oxford University Press, London, 1955. $5.60. 


Economic Fluctuations—A comprehensive review of busi- 
ness cycles for school use. By Maurice W. Lee. Richard 
D. Irwin, Inc., Homewood, Illinois, 1955. $6.00. 


The United States and Argentina— A survey of economic 
and political conditions in Argentina under Peron and 
the events leading to the revolution of 1943. By Arthur 
P. Whitaker. Harvard University Press, Cambridge, 
Massachusetts, 1954. $4.75. 


a ‘i 1955 1954 
pa Series Unit 
Septemberp| August July September 
Industrial production 
3 Total. .gap\<.t[nas ea oie bles btasic tem oy eety Naetcre 1947-49 = 100 S 141 139 124 
Nondurables manufacturing...................- 1947-49 =100 S 125 126 115 
Dtrables'manufacturing jie o sre coe ae ee eee 1947-49 =100 S 160 155 137 
Wholesale prices 
7 All commodities. wines bas sisiche ese ee Owego en beaecs 1947-49 = 100 111.6 110.5 110.0 
Industrial commodities..........+....020-0- 200. 1947-49 = 100 118.4 116.5 114.4 
Farm commodities js. ethics enti aceueebtows kee aeet 1947-49 = 100 89.3 89.5 93.6 
Consumer prices (NICB) 
9 o items 3 0 alate aac ie Rhatot ioe torebelfebate Monies ania 1953 = 100 100.5 100.3 100.3 
OUSIDE seats ais thstegel us ade dekaveceme ti hah isso atau meen ey 1953 = 100 101.6 101.2 100.8 
OOd ck. seh kee ee ee ee eee ie 1953 = 100 98.5 98.6 99.6 
Prices received and paid by farmers 
Prices received asda cet eoentiee he decd + a ee 1910-14 = 100 935 Q37 246 
11 
Prices, Paid nsss a invade eetansia cea a toe cd Metta. es es 6 4 1910-14 = 100 278 281 280 
Parity ratio. £3...sateh tete cet oh sien s aaletere 1910-14 = 100 85 84 88 
Employment and unemployment (Census)? 
Labor force ska eects tele oe tere etna: Thousand persons 66,882 67,465 65,244 
13 Himploymentuney tit wee Lee ron eee a Thousand persons 64,733 64,994 62,145 
Nonfarm employment.) <2s0.4- <0 omen waylesemds . 4 . Thousand persons 56,858 57,291 54,618 
Unemployment: \ ccc seu ees ait ee eae Thousand persons 2,149 2,471 3,100 
Nonfarm employment (BLS) 
Total. Miata: dale tegs ance tire oa se ts Bac ects ledebee Thousand persons S 49,821 49,640 48,020 
15 Production workers in durables manufacturing ...-| Thousand persons S 7,613 7,609 6,957 
Production workers in nondurables manufacturing.| Thousand persons S 5,557 5,510 5,389 
Employees in nonmanufacturing............... Thousand persons S 33,135 33,005 32,281 
Average workweek 
17 All manufacturing)... 60666. .4 wes seneee ee es. Hours 41.0 40.4 39.7 
Durables manufacturing. ...-2...:.2¢00-s7 e055 - Hours 41.6 40.9 40.1 
Nondurables manufacturing.................... Hours 40.1 39.7 39.3 
Average hourly earnings 
19 All manufacturing... 90,02. \02-> ss. es ener eh es Dollars 1.90 1.89 1.81 
Durables: manufactuming!s-..--oe eee ee Dollars 2.03 2.01 1.93 
Nondurables manufacturing.................... Dollars 1.71 1 Pere 1.66 
Average weekly earnings 
21 Allmanufacturing:a904-9) fi rete eee oan Dollars 77.90 76.36 71.86 
Durables manufacturing. oo sec <jGic operas lees she oe Dollars 84.45 82.21 77.39 
Nondurables manufacturing.................... Dollars 68.57 67.89 65.24 
Personal income 
93 LOGA aeces nick acts ede Ree eae Oe eT IE ade ee Billion dollars S A n.a 305.3 286.76 
Mabor incomes. 35), ee eae ee oa ee eee ee Billion dollars S A n.a 219.4 202 .4b 
Otheriincomet. 45 0 OL ea ee ae Billion dollars S A n.a 91.2 88.96 
Instalment credit 
27 Eixtemsionsih.4s. Ue ta Sekt. ava tae eee Million dollars S n.a 3,122 2,409b 
Repayments. . nitit a a wien h she igo cecihee a iatein ied Million dollars S n.a 2,602 2,480B 
Instalment credit outstanding................... Million dollars n.a 25,476 21,9016 
New construction 
33 Total. . doles capi wtie beet wats oa deeming ee de slp galngls Million dollars S A 41,964 41,892 38,388 
Total private...... PP ee i a a8 era eo Million dollars S A 30,192 30,168 26,964 
Private nonfarm residential..................... Million dollars S A 16,008 16,464 14,580 
Retail trade: Durable goods stores 
35 oa DAMA AA SATS 0 Fe I Million dollars S$ n.a 10,840 10,2906 
Lea Mea eE hehe dele pak decks cimae oe Shale hae tek ae Million dollars S n.d 5,640 4,770b 
Inventory-Salestratio. 77. H0%. Wiqdatin olen aoe oe Si n.a 1.92 2.16b 
Retail trade: Nondurable goods stores 
37 LinventOries siisscah ooh Se aieeh « cnt acca ee ee Million dollars S n.d 12,530 12,1605 
Sales. shee Did ere Lear hte een ean Million dollars S n.a 9,844 9,380 
Inventory-Salés ‘ratios 509 ssa. cagsleneit meee . n.a 1.27 1.30 
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? 1955 1954 
Chartbook Seri ‘ 
Page erles Unit 
Septemberp} August July September 
Durables mfg.: Sales and inventories 
39 ATER CORES saa tar caaetete eeprom se seats cies ste Million dollars S n.a. 24,778 24,563 23,8365 
SALES ton Cheat far arse ake achat cara oes Puce ah 8 Million dollars S n.d. 13,852 13,503 10,9076 
Inventory-sales "ratios. Veet. sei ds ie eee be n.d. 1.79 1.82 2.19b 
Nondurables mfg.: Sales and inventories 
Al INVERUOLIEs hear ete Cots ae ere ee encase Million dollars S n.d. 19,516 19,375 19,2236 
SALES Ae iene ee Ie CER TRIMS sen a ero eS oa el Million dollars S n.d. 13,537 13,228 12,2066 
Inventory-sales ratio ate). wereld cuuhoisse wicks! susie i n.d. 1.44 1.46 1.576 
Merchandise exports and imports 
43 PixMOrtsh tases aaa Ae eieig ha art eae eer sid ay aces is Million dollars n.a. 1,227 1,268 1,1566 
DA POLLSS. ce aeiertee Rie acer istoel ais Onene teiae  siavayscers Million dollars n.d. 959 885 825b 
Merchandise export surplus®.................... Million dollars n.d. 268 382 3316 
Bank debits 
47 Total. ied Saroda ede Wrote suphie att apart ote eset eee wees Billion dollars 169.0 167.4 161.7 149.9 
Deposit turnover: New York City.............. y n.d. 44.2 41.7 46 .2b 
Deposit turnover: 337 other centers®............ i n.d. 21.2 20.7 19.76 
Eight sensitive business indicators 
Residential building contracts................... Million sq. ft. floor space S 75,910 77,560 86,689 83,240 
Nonresidential building contracts................ Million sq. ft. floor space S 50,391 46,089 56,917 45,807 
iNew orders, durables tet 1 o5 cee tae ee eee Million dollars S$ n.d. 15,219 13,571 9,756) 
49 Average: workweeleiven ova: fokeas ice tiseites ee cokis Hours S 40.9 40.6 40.7 39.6 
Rawamaterials pricessceitanj- cuteness, Moloo sodas 1947-49 = 100 89.9 89.5 90.8 90.8 
SLocks prices mM NSUTIAls see Geils Wie dere sae po setecsuas 1926=100 471.1 441.2 444.1 318.4 
INewe Incorporations dsvevere s vache seek nos ae Thousands S$ 12,686 12,122 11,382 10,651 
(Businvesset ailunes yo evga iad egal oi evi foe ais Soa eke Slaee Number S 932 897 905 929 


See "In the Record," page 405, for background of enlarged series on this and the preceding page. See back 
cover for meaning of "chartbook page'' numbers and how to use the business indicators figures on this 


and the preceding page for charting purposes. 


Chartbook 
Page III I III 
Quarter p Quarter Quarter 
Gross national product 
otal Igy e: Sew sea Asal SRO. 3S Billion dollars S A 375.3 358.8 
5 Wana US heTmMaAricl sh, 5 ts eahs. a Whe aucnaynsbaysccois osaeea> Billion dollars S A : ; 373.8 363.7 
Change in business inventories.................. Billion dollars S A 4 : 1.5 4.9 
Disposition of personal income 
Motal personal incomes yas ah sce eksecec Bais here che Billion dollars S A 293 .6 287.3 
25 Disposable personal income.................-4.- Billion dollars S A 261.0 254.5 
Personal consumption expenditures.............. Billion dollars S A 245.8 237.9 
Rersonalisa ving htc ths cust ops eudas vase ds ie ale Billion dollars S A 15.3 16.6 
Corporate profits 
IBefare BAKES A ifeys sere Bete binge hidopanudad «aiavaynl arabs ebsiats Billion dollars S A 40.9 33.75 
29 PAEECE: CARESH OIA anc teree NED unis craw ok oi acasoieays Sith aes Billion dollars S A 20.4 16.8) 
Wividend payments. ees tee es a eee ses ee Billion dollars S A 10.2 -9.8b 
Retained jearningsi-caen. ce aeiiek aed. eae aes Billion dollars S A 10.2 7.06 
Business expenditures for plant & equipment 
3 | ae Oe Billion dollars S A 25 .65 26 .84 
Manufacturing industries..................000. Billion dollars S A 10.17 10.98 
Nonmanufacturing industries................... Billion dollars S A 15.48 15.86 
Federal budget receipts and expenditures 
45 Receipts Path master ki <tngr aes shyeerorcaa seek ad Million dollars 12,997 19,823 11,689 
EX PCTOIGUPOS ere EIN asst « cesteie thsi y.cve. oie 46 siecoiers Million dollars 16,947 15,667 16,577 
Cumulative surplus or deficit®................... Million dollars -3,950 4,155 —4,888 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tax Conrerence Boarp; Department of Agriculture; Bureau of the Census; 
Securities and Exchange Commission; Bureau of the Budget; F. W. Dodge Cor- 
poration; Standard & Poor’s; Dun & Bradstreet. | ee : j 

Includes interest, taxes and wages. Prices received divided by prices paid. 
*Data exclude the Armed Forces. ‘Labor income” includes wages and salaries, 
and “other labor income.” Both “labor income” and “other income” include em- 
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ployee contributions to social insurance, which are excluded from the total. "Includes 
grant-aid shipments. ®Excludes Boston, Philadelphia, Chicago, Detroit, San Fran- 
cisco, Los Angeles and New York. 7Gross national product, less change in business 
inventories. ®Beginning July 1. S-seasonally adjusted. 4—-annual rate. a-anticipated. 
b-August, 1954 for monthly data, II quarter for quarterly data. p—preliminary. 
*End-of-month inventory, divided by sales ap the month. {Debits (annual rate) 
divided by deposits, seasonally adjusted. n.a.Not available. 


OUR AGING POPULATION: TRENDS AND CAUSES 


down of the population for July, 1955, give 
evidence that as a nation we continue to grow 
older. The number of persons sixty-five or over 
pushed past 14 million, making an average increase 
of 370,000 to their ranks annually since 1950. The 
total population—now in excess of 165 million per- 
sons—is also setting new records, but the aged as a 
group increased relatively faster, as it did through- 
out the first half of the century. The proportion 
represented by persons sixty-five and over just 
doubled in that period—rising from 4.1% in 1900 
to 8.1% in 1950. Currently, they account for 8.5%. 
Official projections place the number of persons 
sixty-five and over at 20.7 million in 1975, and the 


GS ton ott recently released on the age break- 


Aging in the Population by 1975: Four possibilities 


1975—Projected 


Age 1955 
Actual | (1) =(@) = (8)_— (4) 


Millions of Persons 


Undert18 eager ete ae 55.6 84.1 77.7 70.8 63.6 
AAG: Ase Weve sw lovste echauahe 62.1 80.6 80.0 80.0 79.5 
Ve SF) 

AS=GH 08). 3 slated Live e te 33.4 43 .2 

65jand, over* tec aes eae 14.1 20.7 
ENOtAl son tee ac cepieaee eects 165.2 | 228.5 221.5 214.6 206.9 

Percentage 

The “‘dependent” years....... $2.2 | 45.8 44.4 $2.6 .40:.7 
Under. 18 si are eee 33.7 36.8 35.1 33.0 30.7 
G5yand ‘overstenoss eee 8.5 9.0 9.8 9.6 10.0 
The “productive” years...... 57.8 | 64.2 55.6 57.4 69.8 
1G -A4 ihe oa ca oe Ge es 37.6 35.3 36.1 37.3 38.4 
BEGAN. ats ARR. ch aehe ote 20.2 18.9 19.5 20.1 20.9 
Dependents per 100 producers. . 73 85 80 74 69 
Persons 45 plus. . 28.8 | 27.9 28.8 29.7 30.8 


All four projections assume that there will be a general continuation until 1960 
of the decreases in mortality observed during the 1940’s, but that after 1960 mor- 
tality rates will remain constant at the 1955-60 levels. Similarly, the same allowance 
for net civilian immigration by age and sex was incorporated into each series. Thus 
the four projections differ among themselves only in the estimates of number of 
persons borne after July 1, 1955. Fertility rates assumed are: (1)—1954-55 level 
remains constant to 1975; (2)—1950-58 level remains constant to 1975; ($)—1950-53 
level continues to 1965, ‘then declines to about the “prewar” level by 1975; (4)— 
1950-53 | level declines from 1953 to about the ‘ ‘prewar’ ” level by 1975. me sey 


SE ER SI IN i SS BEI IS NT TTI ES 
“The | projections are based on the assumption that there will be no Sidissstroua 
war, major economic depression, epidemic or other catastrophe. ete. eee 


Sources: Bureau of the Census; Tar Conrerence Boarp. 


total population anywhere from 207 million to 228.5 
million, depending on the future course of birth rates. 
The older group may thus be expected to continue its 
more rapid growth than all age groups combined, 
and may account for 9%-10% of the total popula- 
tion in 1975. 

The data charted on the facing page traces the 


growth of four age segments of the population— 
under eighteen years, eighteen to forty-four, forty- 
five to sixty-four, and sixty-five and over. They 
have been plotted on a ratio scale so that the differ- 
ences in the rates of increase between the various 
age groups could be made apparent. Thus the 65- 
and-over group is seen to rise most sharply and the 
45-to-64 group next fastest. As a matter of fact, 
the total population of the United States little more 
than doubled between 1900 and 1955, while the 65- 
and-over group almost quintupled and the 45-to-64 
group more than trebled. 

The age divisions were chosen to represent the 
children, the younger workers, the older workers, and 
the retired, respectively. Of course, there is no such 
definite delineation between the various groups in 
terms of calendar years of age. There are many 
workers in the under-18 and 65-plus groups, while a 
large proportion of women between eighteen and 
sixty-four are housewives and mothers and com- 
pletely outside of the labor force. Nevertheless, 
separation of the population into broad segments of 
this type is useful for a comparison over a period 
of time. 


Dependent vs. Productive Ages 


In the four little series of bar charts that surround 
the main trend lines, the different age groups have 
been combined in various ways that are of interest 
for our analysis. The first (lower left panel) brings 
together the under-18 and the 65-and-over groups, 
giving us a picture of the total proportion in the “de- 
pendent” years. At the turn of the century, they 
represented 44% of the population: they declined 
steadily throughout the first four decades, so that by 
1940 they represented 37% of all persons. Since the 
mid-Forties, however, they have been gaining pro- 
portionately, and by this summer had climbed back 
to 42% of the total. 

It should be noted that throughout the fifty-five 
years shown, the aged have accounted for an ever 
larger share of the total population. When there has 
been a decline it has occurred in the under-18 group, 
reflecting changes in birth rates. 

In the second panel (upper left), persons eighteen 
to forty-four and forty-five to sixty-four are com- 
bined to give us the other side of the coin—the age 
groups we may broadly consider to be in the “pro- 
ductive” years. Since they represent the remainder 
of the population, their movement is just the oppo- 
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Older Groups Gain Fastest in an Expanding Population 


THE “PRODUCTIVE” YEARS 
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site of the “dependents.” The most significant factor 
to note here is that persons forty-five to sixty-four 
were a steadily increasing proportion of the total 
18-to-64 population. Thus within the group that 
comprise our labor force a “growing-older” process 
has also been taking place. In 1900, 25% of persons 
in the productive years were forty-five to sixty-four 
years of age. By 1955, this senior segment had in- 
creased ten percentage points—to 35%. 

In the third panel (upper right), the first two 
sets of figures are related to each other—the number 
of persons of dependent ages are shown per one- 
hundred persons of productive ages. There were 
eighty dependents per one-hundred producers in 
1900, only sixty dependents per one-hundred pro- 
ducers in 1940: the decline in the proportion under 
eighteen more than offset the increase in those sixty- 
five and over. Since World War II, however, the 
number of children as well as the number of old 
persons has been increasing, so that in 1955 the num- 
ber of dependents was seventy-three for each one- 
hundred producers. 

The last panel shows persons forty-five and over 
as a percentage of total population, so that the com- 
bined effect of the increases in the 45-to-64 and 65- 
plus groups may be seen. Over the five and one-half 
decades charted, the proportion of the population 
that attained or passed age forty-five has increased 
considerably—from 17.8% to 28.8%. 


CAUSES 


Causes for the aging of the population are to be 
found in trends in births, deaths, and migration. 
The rapid decline in the birth rate from 1885 through 
the Twenties and Thirties was one factor. The sharp 
curtailment of immigration after 1924, was another 
factor, since the typical immigrant was younger than 
the average American. The startling advances in 
average life expectancy has been a third important 
factor. 


Lengthening Longevity 

Infants born in the United States today may ex- 
pect to live about seventy years: the average expect- 
ancy for infants born at the beginning of the cen- 
tury was less than fifty years. This is a fantastic 
gain, and the outlook is for further improvement. 
The seventy-year figure—or to be exact 69.8 years— 
is based on the mortality experienced in 1954 by 
the industrial policyholders of the Metropolitan Life 
Insurance Company. It represented an increase of 
almost a full year over the figure for 1953. 

The most recent longevity data available for the 
population as a whole relate to the year 1952 when 
average life expectancy was 68.6 years. But there 
are different figures for males and females. Women 
are without question the hardier sex, since girl babies 


born in 1952 have an average life expectancy of 71.8 
years, almost six full years more than boy babies. As 
far back as the records go, women have been able to 
anticipate a longer lifetime than men—but the 
spread between the two has increased. In 1901, 
when the average longevity for both sexes combined 
was 49.1 years, it was 50.6 years for females, 47.6 
for males. 

Thus the average length of life for men and 
women has increased 19.5 years, or 40%, since 1901. 
Most of the gains were made in the younger-age 
groups, although there were some advances at the 
older ages. At twenty, the rise in expectation of life 
between 1901 and 1952 was almost nine years, at 
forty it was five years, and at seventy it was two 
years. 

In other words, owing to the great strides made 
in reducing infant mortality and deaths from infec- 
tious diseases, many more people now survive child- 
hood and adolescence, and live to middle and old 
age than did fifty years ago. And even after reach- 


CENSUS LOOKS AHEAD—AGAIN 


The Census Bureau has just released a new set 
of “revised projections” of the population for the 
years 1960, 1965, 1970, and 1975. (See footnote, col- 
umn 1, page 432.) From a population of 165.8 million 
as of September, 1955, the Bureau now projects for 
1975 a range from a high of 228.5 million to a low 
of 206.9 million. The most recent previous forecast 
for 1975, published in the summer of 1953, projected 
a range from 221.0 million to 198.6 million. (See foot- 
note.) The upward shift in the range reflects the 
introduction of a new set of maximum projections, 
and the omission of the previous minimum estimates. 
The intermediate projections remain much the same 
as those published two years ago. 

In its latest projections the Bureau takes account 
of more current population developments. The new 
set of high projections is based upon the actual 
population increase from January, 1953, to July, 
1955, which exceeded the highest forecast made in 
the previous set by almost half a million. The maxi- 
mum population forecast now projects the present 
(1954-1955) birth-rate experience straight through 
to 1975, while the previous top projection used the 
1950-1953 experience. With the dropping of the old 
set of low projections, the Census Bureau has ap- 
parently come to the view that the high postwar birth 
rates are likely to continue for some years to come. 

The new projections for 1975 by broad age groups 
are shown in the table on page 428. For a general 
discussion of the elements of population change, and 
the record of previous population forecasts, see 
“Growing Pains and Business,” Busimess Record, 
September, 1954, page 354. 

Morris CoHEeN 
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Spotlight on Persons Sixty-five and Over 
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ing the upper age levels they are somewhat better 
off, despite the fact that the problems of the degen- 
erative diseases, such as heart ailments, cancer, and 
diabetes, have yet to be solved. 


WHAT ABOUT THE FUTURE? 


The unpredictability of the future course of birth- 
rates makes it impossible to project with any cer- 
tainty the number of persons in the younger age 
groups, and therefore the total number of persons 
in the population. Future mortality experience and 
migration are, of course, also variable factors, but 
forecasts concerning them are not subject to such 
wide error. There is so much interest in the whole 
subject of population growth and change, however, 
that despite inherent difficulties, the Census Bureau 
from time to time prepares population projections. 
The four for 1975 given in the table on page 428 
are all thought to be reasonably possible and none is 
suggested as most likely.1 

Since the same assumptions regarding mortality 
and migration underlie each projection, the differ- 

'Bureau of the Census, “‘Revised Projections of the Population 
of the United States, by Age and Sex: 1960 to 1975,” Current Popu- 
lation Reports, Series P-25, No. 123, October 20, 1955. This release 
supersedes “Illustrative Projections of the Population of the United 


States, by Age and Sex: 1955 to 1975,” Series P-25, No. '78, August 21, 
1953. See box on page 430 for comment on the revision. 


ences are limited to persons born after July 1, 1955— 
all of the under eighteen-year group, and those 
eighteen and nineteen years old who are included in 
the group 18-44. Should the fertility level of 1954- 
1955 remain constant to 1975, there would be 92.2 
million persons under twenty in that year and 228.5 
million in the total population. But should the fer- 
tility level decline from 1953 to about the pre-World 
War II level in 1975, both figures would be smaller 


by 21.6 million persons; 7.e., 70.6 million persons. 


would be under twenty, and the total population 
would be 206.9 million. The other two projections 
lie between these two. 


Two Conclusions 

Allocation of the total into dependents and pro- 
ducers, and the relation of these two groups to each 
other varies considerably among the four series. 
(See table.) The only two conclusions that are fairly 
safe to make regardless of which birth-rate pattern 
prevails are that age forty-five will divide the group 
in their productive years much as it does today 
(roughly 65%, 18-44; 35%, 45-64) ; and that the pro- 
portion of the population sixty-five or over will be 
somewhat larger than it is today. 


Miriam Civic 
Division of Business Economics 


THERMONUCLEAR PROBLEMS DISCUSSED 


“Dr. Henry DeWolf Smyth lifted the curtain yesterday on 
techniques for overcoming two of the major obstacles to har- 
nessing the hydrogen bomb for industrial power. The Prince- 
ton University physicist is a former member of the Atomic 
Energy Commission. 

“Tt was the first time that anyone with intimate knowledge 
of the secrets of the nuclear fission bomb, as well as of the 
hydrogen fusion bomb, has even hinted of possible methods 
for taming the fusion process for the peaceful uses of mankind. 

“Dr. Smyth, who is now chairman of the Board of Engineer- 
ing and Scientific Research at Princeton, is in charge of Project 
Matterhorn. This is one of the major installations of the 
Atomic Energy Commission to carry out investigation for 
harnessing the hydrogen fusion reaction. Before outlining 
the possible techniques for achieving the control he obtained 
clearance from the Atomic Energy Commission. 


A "First" at Board Meeting 


“The outline of the potential hydrogen power plant of the fu- 
ture was given at the luncheon and closing session of the fourth 
annual conference on atomic energy in industry at the Waldorf- 
Astoria Hotel. The conference was held under the auspices of 
the National Industrial Conference Board and had as its theme 
‘international cooperation for betterment of mankind.’ 

“Another speaker at the session was Dr. Hans Thirring, direc- 
tor of the Institute for Theoretical Physics at the University of 
Vienna, Austria. Professor Thirring was the first to describe 


the super-bomb in a book in 1946, four years before official 
mention of the hydrogen bomb was permitted in this country. 


‘Both Dr. Smyth and Dr. Thirring emphasized that many 
obstacles still remained before the harnessing of the power of 
the hydrogen bomb could become an actuality. 


“There are only two possible methods for releasing nuclear 
energy on a large scale. One is by the process of fission, the 
splitting of heavy elements, such as uranium and plutonium, 
into two lighter elements in a self-perpetuating chain reaction 
with neutrons. 


“The fission process is the one used in the explosion of the 
conventional atomic bomb, which takes place in a fraction 
of a millionth of a second, and in nuclear reactors, in which 
the process of fission is controlled. The fission process takes 
place at ordinary temperatures. 


“In the fusion process, the nuclei ot light elements, particu- 
larly hydrogen of atomic mass two, known as deuterium, are 
fused to form the nucleus of a heavier element. . . . 


“Dr. Smyth closed by saying that it was his impression 
that ‘the work on controlled thermonuclear reactions has no 
significant military importance.’ 

“*“T for one believe,’ he declared, ‘that the veil of secrecy 
should be lifted.’””—From article by William L. Laurence in 
The New York Times, October 29, 1955. Proceedings of the 
three-day conference are now being readied by The Conference 
Board. 


BUSINESS RECORD 


Ks —tl 


TWO KEYS TO MODERN MARKETING 


By Charles G. Mortimer, President, General Foods Corporation 


N THE COURSE of the active business or pro- 
I fessional life of almost everyone in this room, 

the business function which we speak of loosely 
as marketing has undergone a revolution which has 
outmoded all the old definitions, catapulted us into 
an era of furious competition, and left us breathlessly 
trying to catch up with ourselves. 

Hence the timeliness of this conference. 

I am convinced that the time has come to broaden 
our perspective on marketing and distribution to 
embrace the whole complex of operations, from the 
time a manufacturer assembles raw materials until 
they reach the ultimate consumer in the form of 
finished products. This embraces production as well 
as marketing and distribution. 

At first I was tempted to settle for “distribution” 
as providing a sufficiently broad background for 
such a conference as this. I went back to a talk of 
five years ago in which I ventured a definition of 
distribution as “the sum of all the arts which create 
a market for goods and services.” But this definition 
- fails to suggest the revolutionary nature of the de- 
velopments which underlie—and indeed precede—the 
“arts which create the market.” And it omits en- 
tirely the important function of serving the public 
in the fashion to which it is rapidly becoming ac- 
customed. 

| al 


In my dissatisfaction with so limited a definition, 
and in anticipation of this occasion, I collected nu- 
merous definitions of both “marketing” and “distri- 
bution.” But none of them seemed to recognize what 
has happened in the past two decades to the business 
of serving Mr. and Mrs. Ultimate Consumer. 

None of them starts far enough back in the in- 
volved procedures employed in the production of the 
revolutionary types of merchandise offered for sale 


Presented at The Conference Board's 360th Meeting 
held at the Waldorf-Astoria Hotel in New York City on 
September 22, 1955. Copyrighted 1955, by the author, 
under the title, "Two Keys to Modern Marketing— 
One Old, One New." 
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today; and none of them recognizes the extent to 
which heretofore-undreamed-of factors of convenience 
or utility are added along the way, in the processes 
involved in marketing and distribution. 

The lack of an adequate definition of distribution is 
probably one of the main causes of the wide criti- 
cism of “the high cost of distribution.” It may lie 
behind the frequently heard comment that industry 
has made great progress in cutting “production” 
costs but little in reducing “distribution” costs. 

Old-time classical economists used to lump pro- 
duction, marketing and distribution together as “pro- 
duction.” But most of us of this generation are in- 
clined to limit our concept of production to manu- 
facturing processes and packaging. Customarily, we 
link advertising and selling under the term “market- 
ing,’ and we think of the actual physical operation 
of delivery as “distribution.” 

Can we continue to do business with such a 
divided concept of industry’s service to the public? 
I think not. Today it is almost impossible to say 
where production leaves off and marketing begins, 
or where marketing leaves off and distribution be- 
gins. The three functions are so interwoven that they 
combine into one continuous flow of service to the 
consumer. 


THE FIRST OF TWO KEYS 


This brings us to the first of two key concepts 
which have helped me to understand better what is 
taking place in the broad field of production, mar- 
keting, and distribution, and where marketing fits in. 

In his book, “An Approach to Business Problems,” 
published in 1916 by the Harvard University Press, 
A. W. Shaw, then publisher of System magazine, 
expressed a concept which seems to me to be basic 
to our understanding of the complex idea we are 
here to explore. In four illuminating paragraphs he 
crystallized the whole function of serving the con- 
sumer. Though written nearly forty years ago, his 
concept is completely modern in its interpretation. 
Let me read the four paragraphs: 


“When a workman in a factory directs the cut of a 
planer in a malleable steel casting, he is operating on 
a piece of raw material for the purpose of changing 
its form. 

“When a clerk in a store passes over the counter to 
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the consumer a package of factory-cooked food, his 
operation is one that results in change of place. 

“When a typist at his desk makes out an invoice 
covering a shipment of merchandise, he is operating, not 
to change the form of matter or the place of commodi- 
ties, but to facilitate these changes. 

“Tsolate any phase of business, strike into it any- 
where, and the invariable essential element will be 
found to be the application of motion to materials. This 
may be stated, if you will, as the simplest general con- 
cept to which all the activities of manufacturing, selling, 
finance, and management can ultimately be reduced.” 


If we accept this concept of motion applied to 
materials, we see that the stream of production, mar- 
keting, and distribution includes all the energy ex- 
pended and all the motions made between the time 
raw materials are taken over from nature and the 
moment they reach the hands of the ultimate con- 
sumer in useful form. Thus, there is no break at the 
point where production stops, marketing starts, or 
delivery completes the transaction. 


ja 


The relatively young—and precocious—frozen food 
industry offers a practical example. Even before 
vegetables go through the cleaning, cutting, quick- 
freezing, and packaging of the production phase, 
special seed strains are developed, and special chemi- 
cals are added to the soil in which the seed is sown, 
to give the peas, beans, spinach, carrots, broccoli, 
etc., the best characteristics for quick-frozen vege- 
tables. Thus marketing considerations, which really 
constitute part of the sales function, actually pre- 
cede production and may be said to be an integral 
part of it. 

Nor is this the end of overlapping. The freezing 
that starts as a production operation must be main- 
tained throughout the marketing and distribution 
stages until the still-frozen vegetables reach Mrs. 
Homemaker’s kitchen. 

In order to accomplish this, the packages must be 
moved from the place of production to the place of 
consumption under constant refrigeration, involving 
not only refrigerator cars for rail shipment, as with 
fresh meats, but also refrigerated trucks for delivery 
to the wholesaler’s warehouse and the retailer’s store. 
Whenever or wherever they stop, they must be 
stored under refrigeration. Finally, they must be 
displayed under refrigeration in the retail outlet, in- 
volving special refrigerated display cases unknown 
to the grocer of a generation ago. Thus a production 
function carries all the way through retail distri- 
bution. 

Who will volunteer to untangle the interwoven 
strands of the production, marketing and distribu- 
tion functions in this continuous process that extends 


from seed strains to the saucepan in the home 
kitchen? 


As Mr. Shaw points out, it is a series of motions. 
Indeed, it begins to be evident that as far back as 
1916 he laid a foundation upon which we can build 


‘a really sound understanding of today’s highly com- 


plex services to the consuming public. 

The motions, as he suggests, fall into various clas- 
sifications. One series of motions is concerned with 
changing the form or shape of raw materials; these 
we call the motions of production. Another series 
is concerned with the change of location of these pro- 
cessed or fabricated materials; these we call distri- 
bution. Interwoven with both is a third series in- 
volving all forms of advertising and all kinds of 
selling. 

It is natural enough to visualize the functions of 
production and distribution as motion, because they 
involve the application of physical motions. It is 
less natural but no less important to think of market- 
ing as a series of motions calculated to keep mer- 
chandise moving through the channels of distribu- 
tion. It is here that Mr. Shaw’s concept becomes an 
important key to our thinking. 

A basic fact of business is that whenever materials 
or merchandise stop moving they begin to accumu- 
late expense—for storage, for insurance, for charges 
on the capital made idle, and many other items. 
Also, often for such costly services as refrigeration, 
as with frozen foods; feeding, as in the shipment of 
livestock; or the high rental value of shelf space, as 
in grocery products which fail to attract purchasers 
and back up on retailers’ shelves. To a wholesaler 
or retailer a stock of merchandise that is not moving 
out of his establishment is serious. He lets the manu- 
facturer know about it fast. The worst news a manu- 
facturer can receive is that his product is not mov- 


ing in retail stores. 
val 


If merchandise is to be moved, the marketing 
function must be enlisted, in the form of forceful 
advertising and persuasive salesmanship, implemented 
with all the ingenious inducements and techniques 
that resourceful marketing people can bring to bear. 

Mr. Shaw’s concept of motion is, indeed, especially 
appropriate as applied to marketing, embracing as 
it does all the varied individual motions involved in 
the movement of goods toward the consumer—and 
of the consumer toward the goods with intent to buy, 
or at least investigate. 

These motions may take place in advertising 
agencies, in company advertising or sales depart- 
ments, in radio or television studios, in magazine or 
newspaper pressrooms, where ideas are set in motion 
to attract the consumer to the merchandise by mak- 
ing known its merits and availability. Or in buyers’ 
offices where persuasive ideas are applied by sales- 
men of the producer to the end of moving his com- 
pany’s merchandise into wholesaler’s warehouses and 
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onto dealers’ shelves. All of these individual mo- 
tions, whether they be ideas set in motion, or actual 
physical motions, as when merchandise is moved in 
trains, trucks, or on conveyors, are sharply focused 
on keeping the merchandise moving. 


Production-Marketing-Distribution 


In the light of this key concept, it seems almost 
necessary to adopt a hybrid term, “production-mar- 
keting-distribution,” to explain and picturize the com- 
plete process with which we are concerned. 

Thus pictured, an extremely important fact be- 
gins to emerge about today’s revolution in what the 
uninitiated think of as marketing. 

A few years back, the sales department took the 
product from production and assumed responsibility 
for selling and delivering it. Today most products 
start, not merely with raw materials, but with a 
broad service-to-the-consumer concept, which is car- 
ried through a continuous stream of operations in- 
volving production, marketing, and distribution, ac- 
cumulating utility and value at various points along 
the way, until finally it reaches the ultimate con- 
sumer. 

All told, this stream of operations, each of which 
necessarily adds its increment of cost, but also—and 
this needs to be stressed—its increment of value, pro- 
gressively adapts raw materials to some special form 
of usefulness or service. And today’s concept of pro- 
duction-marketing-distribution applies to services as 
well as products. 

The important fact for all of us to realize is that 
in today’s keenly competitive atmosphere, our think- 
ing and planning must start at the consumption end 
of the stream of motions, rather than at the produc- 
tion end. Today’s successful product or service is 
likely to start as a consumer-use specification. Some 
outstandingly popular products are even synthetic 
rather than of natural origin, synthesized to meet 
a seemingly impossible service-to-the-consumer spe- 
cification. In this day and age, most products and 
services must have something added to them on the 
way to the consumer if they are to attract the buyer’s 
patronage. 

THE SECOND KEY 


That important something, which must be planned 
far back of production, is the second key—and the 
mew key—to success in today’s keenly competitive 
American economy. It can be expressed in a single 
word—convenience. 

Convenience is the great additive which must be 
designed, built in, combined, blended, interwoven, in- 
jected, inserted, or otherwise added to or incorporated 
in products or services if they are to satisfy today’s 
demanding public. It is the new and controlling 
common denominator of consumer acceptance or 
demand. 


NOVEMBER, 1955 


435 


Serving the modern consumer has become a cre- 
ative art, with convenience the superadditive that 
is today changing the whole face of competitive 
business. Nor does the adding of superconvenience 
stop with the qualities that are tailored into products 
or services; many new forms of convenience are added 
in the process of distributing it. The suburban shop- 
ping center is a spectacular example. 

There are at least ten forms of convenience which 
have come to be expected by the ultimate consumer. 
To cite some typical examples of each will illustrate 
the importance of this second key to modern mar- 
keting, and at the same time emphasize the oppor- 
tunities open to the alert businessman. 


1. The Convenience of Form 


Taking the familiar ones first, let us start with 
convenience of form. A good example is soap. My 
generation well remembers when soap was soap—the 
anathema of small boys, a necessary evil in the kit- 
chen, strong smelling, and hard on the hands. We 
bought it in unwrapped bars or in the form of soft 
soap—slimy as I remember it. 

What a long road we have traveled in giving con- 
venience of form to soap. It is still sold in bars— 
but what bars! Beautifully shaped and sized to fit 
the hand or the specific use. You can also buy soap 
in liquid, paste, powder, flake, or granular form— 
not even to mention the detergents. 

All around us there are other examples of the 
addition of convenience in form. Cigarettes come in 
several sizes and with various tips; soups are canned, 
frozen, or dehydrated; dog food is in meal form, 
kibbled, in biscuits or canned; bed sheets with formed 
corners; vest-pocket radios—things which are essen- 
tially old and basic, but with a new form devised by 
the inventive genius of American manufacturers to 
provide greater consumer convenience. 


2. The Convenience of Time 


The convenience of time is another of the values 
added in the distribution process. For instance, Mrs. 
Consumer wants strawberries and fresh fruits and 
vegetables for her family all winter—and she is going 
to have them, no matter what. 

I need only suggest a few of the things that are 
commonplace today: department stores open certain 
evenings for the convenience of working wives; ar- 
rangements among druggists to keep one store in a 
community open around the clock; ice cubes and milk 
sold at all hours by vending machines; night bank 
depositories. 

Radio provides a dramatic illustration. There is 
absolutely no time lag between production and con- 
sumption; the commodity travels from the producer 
in the studio to the consumer in the home with the 
speed of light. But because listeners do not always 
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find it convenient to tune in their radios when im- 
portant events are happening, the industry has de- 
veloped a means of storing radio programs on little 
spools of tape or wire, to be broadcast at a later 
time which will suit the would-be listener better. 

And now Bing Crosby Enterprises is reported to 
have developed an electronic device which will take a 
live TV show right off the air and record it on tape 
which can be threaded into a special device on a 
home TV set and played at the set-owner’s conveni- 
ence! 


3. The Convenience of Place 

Third among the three classic values added by the 
marketer is the convenience of place. 

Life insurance—at the rate of 19,000 policies a 
day—is written in air terminals. 

Hot coffee, cold drinks, and ice cream are vended 
via slot machines in subway stations, factories, and 
office buildings. 

Cigarettes are available not only in tobacco and 
drug stores, bars and restaurants, but in super- 
markets. 

So great is the economic force of providing con- 
venience of place that it is literally changing the 
American landscape. 

The most conspicuous thing on that landscape to- 
day is the suburban shopping center, which goes all- 
out to meet the shopper’s convenience of place by 
gathering a group of various retail establishments in 
a convenient location for one-stop shopping—and 
providing a place for parking the car. 

Another striking example of convenience of place 
is the familiar Howard Johnson roadside restaurant, 
which meets the need of motorists for good meals 
right at the point where they want to eat. 

Profiting by the Howard Johnson success, candy 
stores are now being opened along main tourist 
highways. 

Drive-yourself automobile rental service, which 
provides you a car in any city—and often right at the 
airport—is another outstanding example of the con- 
venience of place, which has proved so appealing to 
the public that it is rapidly spreading all over the 
world. 


4. The Convenience of Quantity 


The quantity or unit of a product offered the 
public presents another opportunity to expand mar- 
kets by adding convenience. 

The hardware store is a good place to see a num- 
ber of examples of expanded market opportunities 
through adding convenience of quantity or unit. 
Paints, lubricating oils, cement, and grass seed—all 
are offered in a wide range of sizes or units today. 

The same is true, of course, in the drug store, 
where you can buy aspirin, for example, in a small 
vest-pucket tin of twelve tablets or the large econ- 


omy bottle of 500. Furthermore, you can get as- 
pirin tablets in either the standard adult size or in 
a new small size for children. 

The piano business was revitalized a few years 
ago by the introduction of a new smaller unit that 
could be fitted into a room where neither a baby 
grand nor a conventional upright piano could be used. 


5. The Convenience of Packaging 


The convenience of packaging represents one of 
the most revolutionary developments of the past two 
or three decades. The effect of package-convenience 
on consumer acceptance of a product can hardly be 
overestimated. 

Certainly, we who are in the food business are 
acutely aware of this, for we invest large sums 
of money in package development. We strive, of 
course, for packages that will protect products against 
damage in shipping and handling, and packages that 
will help sell our products in today’s self-service 
stores where the product must be its own salesman. 
But beyond these requirements, we strive to build 
convenience into our packages just as we do into 
our products. 

The throw-away package, for example, is a revolu- 
tionary development in packaging convenience. Card- 
board milk containers, cans and disposable bottles 
for beer to eliminate the refund nuisance, aluminum 
foil pie pans, and many other kinds of disposable 
packages now serve the convenience of today’s con- 
sumers. . 

At the other extreme is the further-utility pack- 
age, such as the peanut butter jar that can be used 
as a tumbler or jelly glass, the cider jug with instruc- 
tions for making a lamp, and the candy container 
which doubles as a sewing basket. 

In some cases the ingenuity has been a service 
factor, such as pouring spout packages, sifter pack- 
ages, measuring devices in or on the packages, and 
two portion-packages within a package, so that while 
one portion is being used the other portion will keep 
fresh. 

In drug and hardware stores we can buy razor 
blades in a package that makes changing blades easier 
and is later a safe unit of disposal; squeeze bottles 
for medicines and toilet preparations; Aer-O-Sol cans 
with spray nozzles for dispensing everything from 
enamel to shaving lather. 

The convenience of packaging extends far beyond 
the metal container and the plastic bag. We find it, 
for instance, in the modern vacation plan—with 
travel, hotel accommodations, even entertainment 
available in a “package.” Mail-order education, from 
nursery level to graduate studies, is packaged and 
serviced to a growing market. And many people 
buy homes today with most of the standard house- 
hold appliances included in the deal. 
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Americans “take” to packaging, and the American 
businessman has shown great ingenuity in tempting 
them. 


6. The Convenience of Readiness 


The convenience of readiness has come to be one 
of the major demands of the consuming public. We 
live in an impatient age where the emphasis is on 
speed and ease of preparation. Modern Americans 
are willing to pay well for this additive in the prod- 
ucts they purchase—not because of any native lazi- 
ness but because we are willing to use our greater 
wealth to buy fuller lives. We have, therefore, better 
things to do with our time than mixing, blending, 
sorting, trimming, measuring, cooking, serving, and 
all the other actions that have gone into the routine 
of living. 

Again the food industry offers many spectacular 
examples, but I will mention only a few: precooked 
rice, which eliminates the tedious washing and boiling 
that used to be involved; and instant puddings that 
provide a tasty dessert with just seconds of prepa- 
ration. The flavoring ingredients of a famous chef’s 
salad dressing come in powder form in little envel- 
opes, ready to mix with oil and vinegar. 

Some years ago commercial bakers began slicing 
bread to enhance its readiness for use. American 
consumers took so completely to this added conveni- 
ence that over 90% of all packaged white bread is 
now presliced. 

“Instant” is today the magic word in the food in- 
dustry. Instant coffee was a not-too-promising post- 
war baby just ten years ago. Because of a spectacu- 
lar quality improvement, it has grown in popularity 
until today one cup out of every three served in the 
home is instant. The market also offers instant cocoa, 
instant cake frosting, instant this, that and the other. 

But the readiness trend is not confined to foods. 
The motorist can now have his car washed in min- 
utes. The age of instant communication is here—e.g., 
dialing our long-distance telephone calls. Quick-dry- 
ing paints and enamels are now standard. There are 
cameras that take a picture and develop it in a 
matter of seconds. 

The magazine with the largest circulation in the 
world, Reader’s Digest, is skilfully condensed so that 
the reader may acquire the gist of magazine articles 
and books with truly amazing speed. 

A comparatively new phenomenon in the market- 
ing of fresh meats is the self-service case, with meats 
of every description cut, trimmed, wrapped in cello- 
phane, stamped with the weight and price, all ready 
for the oven or the frying pan. And no waiting your 
turn to be served. (I am told that when an old-type 
meat market is thus modernized, sales immediately 
increase from 25% to 33-1/3%, convincing proof of 
the value of readiness.) 
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In short, readiness is being tailored into an aston- 

ishing list of products and services. It is a conveni- 

ence characteristic of which the American public 

never seems to get enough. It might almost be said 

that today some degree of readiness must be part of 
every product or service specification. 


7. The Convenience of Combination 


The convenience of combination is an important 
and rapidly growmg phenomenon in American mar- 
keting. 

In the hardware field, for example, there are all 
kinds of do-it-yourself kits which combine everything 
you need for painting, repairing, and building things. 
The hardware merchant is also doing away with the 
nuisance of penny sales by offering an assortment of 
sizes of such things as screws, corks, nuts, and bolts, 
faucet washers, sandpaper, etc., in jars, boxes, plastic 
bags or packets that offer convenience to the con- 
sumer and are a large enough unit of sale to make 
them profitable for the merchant to handle. 

Combination screen and storm windows and doors 
made of aluminum represent another type of conveni- 
ence of combination. These wonderful new house- 
hold conveniences—light of weight, permanently in- 
stalled, self-storing—cost a good deal more than their 
old-fashioned separate predecessors. But today’s 
consumer believes they are worth far more than the 
difference. Therein, of course, rests their economic 
justification. 

A few years back the sterling silver business was 
given a sales lift by the introduction of place-setting 
combinations. The same idea has since been applied 
to china and glassware. 

A big business is done in matched luggage, from 
which the consumer can select the particular com- 
bination of sizes of matched traveling cases he or 
she wants. In this case, fabric, color, and hardware 
tie the combination together. 

For several years, cartons of individual packages 
containing an assortment of cereals have enjoyed a 
large sale. 

A well-known company in the photographic field 
offers a variety of equipment combinations which will 
enable the amateur to set himself up in photo de- 
veloping and enlargement with just one purchase. 


8. The Convenience of Automatic Operation 


We could spend hours discussing the next conveni- 
ence—the convenience of automatic operation. But 
its importance and its impact on American life are 
too obvious to need extended comment. 

As we all know, mechanization has invaded the 
home in the form of automatic dishwashers, auto- 
matic laundry equipment, automatic ice-cube-mak- 
ing refrigerators, automatic devices for regulating 
room temperature; gadgets for turning on the radio 
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in the morning, for letting the cat out, and for doing 
a wide variety of things which used to be done by 
hand. 

This trend is also progressing by leaps and bounds 
in the business office. Electric brains will presently 
be doing much of the accounting, and helping with 
production planning, ordering, inventory control, and 
so on. As for the automobile, it took power steering 
less than a year to become a “must” in better-class 
cars. And automatic transmission and power brakes 
are fast becoming standard. 

Automation—the new dollar-and-a-quarter term 
for automatic operation—represents in industry the 
next great revolution, with potentials and attend- 
ant problems of adjustment that stagger the imagi- 
nation. 

In short, automation is the essence of supercon- 
venience, and it seems to appeal irresistibly to the 
American temperament. 


9. The Convenience of Selection 


The American public’s taste and temperament call 
for variety in all kinds of merchandise. So conveni- 
ence of selection has a powerful sales pull. 

Milk is a product which illustrates the expansion 
of a market through increased convenience of selec- 
tion. Time was, you will recall, when milk was milk. 
You got it from the cow if you lived in the country, 
and you got it in bottles in the city. You have only 
to check your own milkman’s list of products to dis- 
cover what has happened to his product selection. 
He can serve you with regular milk or homogenized, 
high butterfat milk, chocolate-flavored dairy drink, 
fresh skim milk, cultured buttermilk, and milk with 
vitamins and minerals added. In some areas, he will 
carry special nursery milk, either from a certain 
breed of cattle or with its curd characteristic chemi- 
cally altered. He has light cream, medium cream, 
whipping cream, and sour cream, and he may carry 
yogurt. He also has milk in other forms—butter 
and cottage cheese, for instance. Or, if you prefer, 
you can buy it dried, condensed or evaporated at 
the supermarket. 

The automobile manufacturers have learned that 
they must offer a wide selection of models, from sta- 
tion wagons to seven-passenger limousines, in an 
infinite variety of hues. The great Ford business was 
almost wrecked by its founder’s stubborn insistence 
that the public could have Ford cars in not more 
than five or six models, as I remember it, and “any 
color so long as it is black.” Today, Ford cars are 
offered in eighteen models, each available with either 
six or eight cylinders, with a choice of three drives, 
and may be had in thirty-four colors or color com- 
binations—a total selection of something like 3,672 
possible combinations. In fact, Ford claims today 
that it ts theoretically possible for them to “mass- 


produce” their annual output with no two cars 
totally identical! 

Turning to the broad function of retail selling, it 
is well known in trade circles that a store with only 
a limited showing of radios, porch furniture, bathing 
suit, rugs, lamps, or style merchandise of any kind, 
will not do well, even though the items it offers are 
good of their type and represent excellent values. 

Women, in particular, want to compare. If there 
is not a broad selection they will visit enough stores | 
to satisfy their shopping conscience, even though 
they may return to the store they first visited and 
purchase the first model they looked at. So potent 
is this convenience in retailing that doubling the 
selection of a particular line of merchandise will some- 
times triple or quadruple the store’s sales in that line. 


10. The Convenience of Credit 


The tenth and final “convenience” on my list is 
that of credit. Credit is an outgrowth of the impa- 
tience of us Americans. We just cannot—and will 
not—wait for what we want to own or to do. 

So we buy cars, homes, television sets, furniture 
and household equipment, clothing, courses of in- 
struction, and even vacation cruises on “convenient 
credit terms.” 

A substantial majority of all automobile purchases 
are made on credit. Indeed, without the conveni- 
ence of credit our giant automobile industry might 
never have developed as it has. 

Homes, in particular, are rarely bought for cash 
these days, and the 25-year mortgage is no longer a 
fiction. A Chicago friend of mine, home-hunting in 
a suburban development, asked the price of a cer- 
tain house. The real-estate agent quoted so much a 
month, covering interest and amortization of prin- 
cipal. “But what is the price of the house?” asked 
my friend. “Oh,” replied the agent, “nobody is inter- 
ested in that anymore. It has been months since 
any one has asked me the price of a house. All they 
want to know is how much a month they will have 
to pay.” 

One well-known chain of variety stores provides its 
customers with two convenient forms of credit: they 
can buy coats and suits, radio sets, housefurnishings 
and other “big-ticket” items for so much down and 
so much a week. Or they can buy a $15-, $25-, or 
$50-book of credit coupons, which they can spend 
like money in any department of the store, paying 
for the credit book afterward on the instalment plan. 
A mother with one of these credit books can outfit 
her children for school in the fall and take three 
months to pay. Or she can do her Christmas shop- 
ping with a credit book and pay later. 

There is a true story which illustrates just how 
far this credit business can go. A tropical fish shop 
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in White Plains has some pretty fancy merchandise— 
exotic marine life that runs into many hundreds of 
dollars. Some time ago, it offered an electric eel 
for the very low price of $1,500. One day one of my 
associates was browsing in the shop and noticed 
that the electric eel was gone. He inquired about 
it and learned that it had been sold. About two 
months later, this same man was again in the shop 
and noticed another electric eel for sale. He com- 
mented on it to the clerk, who told him that it was 
not another eel but the same one. It had been re- 
possessed, he explained, because the purchaser 
couldn’t keep up the payments! 

We may moralize over this trend in American life, 
but we cannot argue with the reality of it. As con- 
sumers, we insist on the convenience of credit in 
connection with just about everything we buy today. 
To quote Theodore H. Silbert, President of Standard 
Factors Corporation: “Mass production without mass 
sales would be impossible, and mass sales without 
mass credit would be a similar improbability.” 

The convenience of credit has become a definite 
part of the American way of living. 


THE LOWLY SPUD 


As I thought back over these ten forms of conveni- 
ence, I wondered whether it might be possible to 
select a single product which represents all of them. 
I found a candidate, I think, in the lowly potato— 
the spud. 

Fifty years ago spuds were spuds. You grew them 
in your own truck patch, or you bought them out of 
a barrel or a gunny sack at the grocer’s. They were 
dirty, their eyes sprouted if you kept them too long, 
and sometimes they rotted before you could use 
them all up. You washed them and baked them, 
or you peeled them to boil, mash, or fry. 

Now let us consider what has happened to the 
common spud in this day of added conveniences— 
of “built-in maid service,” as we say in the grocery 
business. First, of course, you can buy potatoes all 
year around in any food store, prewashed in fancy 
five-pound bags. Here you have the conveniences of 
time, place, quantity, and packaging. 

Next is the matter of convenience of form. If 
you like French fries but dislike the business of 
peeling, slicing, and deep-fat frying, you can get 
frozen precooked, heat-and-eat French fries. The 
same is true of mashed potatoes if they happen to be 
your dish, but you hate the kitchen drudgery of 
whipping. And this time you can have them dehy- 
drated or frozen. If you want potato patties, there 
is a frozen product all cooked and nicely seasoned. 

In these forms there are also the conveniences of 
readiness and quantity. They can be eaten after a 
few minutes of oven or top-of-the-stove heating, and 
they are in family meal-sized portions. Moreover, the 
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variety offers the convenience of selection. The con- 
venience of combination comes in because they are 
frequently offered in the grocery store in tandem 
with such obvious companion products as frozen 
precooked fish sticks and fried chicken. 

Let’s see now: That covers all but the conveniences 
of credit and automatic operation. The convenience 
of credit is up to you and your grocer. The other is 
up to your wife—or perhaps I should say to you. If 
you have thoughtfully provided her with a slick new 
oven, equipped with a thermostat and a timer, she 
can prepare your potatoes automatically without 
“slaving over a hot stove,” as the saying used to be. 


CONVENIENCE—A FOURTH ESSENTIAL 


What is responsible for the overwhelming impor- 
tance of those ten forms of convenience? It is almost 
as though they formed a fourth essential to Ameri- 
can life: food, clothing, shelter—and convenience. 

There are six major contributing causes. It would 
be impossible to list them in the order of their in- 
fluence. As a matter of fact, they overlap at many 
points. 

One cause is the great growth of apartment living, 
and of all-on-one-floor homes. With limited storage 
space, people must purchase things in small units; 
and to provide quick convenience they must be avail- 
able at retail in the immediate neighborhood. The 
furniture and appliances they purchase must possess 
the utmost convenience per cubic foot (or inch) of 
space, and also serve as many different purposes as 
possible. Furthermore, space is lacking for making 
and doing things as our parents made and did them, 
so all products must be as nearly ready to use as 
possible. Also, the problem of disposal after use must 
be simple. 

A second and very important cause is the home- 
maker who also has a job. Doubling in homemaking 
and business as so many women now do, they must 
buy as much convenience, in as many forms, as 
possible. Furthermore, their shopping convenience 
must be served by retailers in the matter of store 
hours and location. 

A third cause is the fact that household servants 
are a rapidly disappearing species. Today’s home- 
makers must do most everything for themselves. 
Hence the demand for convenience and readiness in 
all its forms, and for everything that contributes to 
automation in the home. This also accounts for the 
tremendous growth of the do-it-yourself movement, 
with all the demands for convenient aids for repairing 
things around the house. 

A fourth cause is the automobile, which has so 
greatly expanded the living-radius of a large propor- 
tion of American families. It has lured them out 
onto the highways to enjoy various forms of sports, 


to picnic, visit friends, attend all sorts of events, or 
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just to ride. The result is that the time they do spend 
at home is curtailed, and they must take advantage 
of every short cut and avail themselves of every 
conceivable form of convenience. 

A fifth cause is leisure. With the coming of the five- 
day, forty-hour workweek—or less—it might be ar- 
gued that with more time people can do more things 
for themselves. But there is a perverse quirk in 
human nature that upsets such an assumption; the 
more of any good thing people have, the more they 
want. In the case of leisure, we now have so much 
of it, and we so thoroughly enjoy the freedom it 
gives us, that we demand still more leisure. Becom- 
ing impatient with any duty or routine that inter- 
feres with our leisure, or entails work or responsi- 
bility, we avail ourselves of every new convenience 
that will save time, energy, trouble, or labor. 

Finally, as a sixth cause, there are so many inter- 
esting things to do today—sports, motoring, the 
movies, the theater, radio, television, books, maga- 
zines, games, visiting, even cocktail parties—that 
we are a very busy people. In the routine of house- 
keeping and taking care of our homes, we do what 
we have to do. But we insist on more and more 
convenient products and services that will save our 
time or conserve our energy for the enjoyment of 
broader living. And why not? For what purpose 
have we Americans applied our creative genius, our 
imagination, our resourcefulness and our enterprise, 
if not to live more comfortably and conveniently— 
and better, to boot. 


Indeed, convenience is important, also, in the basic 
surge and trend of our entire American economic 
system. It is what keeps it so keenly and vigorously 
competitive—keeps it in motion. It is based on a 
wholesome dissatisfaction with just about everything 
we are producing, including not only goods but 
services; and wholesome dissatisfaction also with the 
operation of the marketing and distribution functions 
themselves. 

Today the wide-awake businessman’s approach to 
the problems of serving the public must start at the 
consumers’ end of the process. In effect, he must 
write practical specifications for new and ever more 
convenient products and services, and for getting 
them to the public with the least waste motion, at 
the lowest cost, and with the greatest possible con- 
venience to the consumer. 

In many instances the ten conveniences we have 
discussed overlap or at least impinge on each other. 
In some instances a product accumulates several 
conveniences during its progress to the consumer, 
and often the distributive agencies add important 
factors of convenience in purchase, delivery, or 
service. 

It is this fact that is so often overlooked by critics 


who harp on the “high cost of distribution,” and 
level pot shots at the “middleman.” Indeed, it seems 
to have escaped us that today a large percentage of 
the people who earn their livelihood in the world of 
business and finance are in effect “middle people,” 
in the sense that they are engaged in one or more 
of the series of motions which form the continuous 
stream of production-marketing-distribution. 

Thus all the railroad men who operate or service 
freight trains are serving as “middle people,” in that 
they are adding the convenience of place. So are all 
the longshoremen, truckmen, and delivery drivers. 

All the men and women engaged in the operation 
of the commercial departments of banks, and the in- 
surance companies which deal in business risks, are 
acting as “middle people,” in that they are engaged 
in motions which aid finance and risk insurance. 

So are all the retail sales people in grocery, depart- 
ment, and specialty stores, and all the office and 
stockroom people in these organizations. 

So, also, are the writers and editors and reporters 
who produce the newspapers and magazines in which 
products and services are advertised, all the people 
who work in advertising agencies, the radio and 
television entertainers and technicians who provide 
and service commercially sponsored programs, the 
printers who produce commercial literature, and a 
considerable proportion of the employees of the Post 
Office Department. 

The list could be extended almost indefinitely. 

At step after step in the triple process, some mo- 
tion or series of motions adds new value or utility or 
convenience. Each motion serves three important 
ends: it makes jobs which help to support our econ- 
omy; it builds new markets or broadens old ones, 
thus adding to business volume; and it creates capital 
and keeps money in motion . . . turning over. 
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Perhaps we can visualize the operation of our 
production-marketing-distribution mechanism more 
clearly if we liken it to the assembly line in a modern 
automobile factory. Steel and other metals, rubber, 
plastics, paint, fabrics, along with parts of many kinds, 
are fed into the production stream. All along the 
line men contribute motions which add power, utility, 
safety, beauty, comfort, and convenience, sending 
along a product that is more useful than it was be- 
fore they contributed their particular motions. In a 
sense, they are all “middle people.” 

Each adds some increment of value based on his 
special skill or experience, and each is entitled to his 
day’s pay. 

It seems to me it is the same with all of us who 
work as “middle people” in the continuous process of 
service to the ultimate consumer, which is the subject 
of this conference. 
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In the October Management Record 


Vested Pension Benefits—The recent Ford and GM contracts for the first time 


granted rank-and-file employees a vested right in noncontributory pension 
plans. The article explains why companies may find vesting advantageous. 
lt also gives a comprehensive picture of vesting in this country since 1925. 


Computing the Executive Bonus Fund—Many companies believe in rewarding 


outstanding executives through a bonus fund. But a major concern is how 
the fund, out of which bonuses are paid, is to be computed. The article 
analyzes sixty-two company plans to show how some companies determine 
this. 


Can Companies’ Supplemental Benefit Plans—The new supplemental un- 
employment benefit plans of the two largest can companies contain some 
important variations on their model—The Ford-UAW plan, Many of the 
changes can be explained in terms of the economic forces with which the two 
industries have to contend. The article discusses these industry differences 
and how they have been taken into consideration in eligibility requirements 
and financing procedures. 


The Election of Union Presidents—The presidents of most American unions are 


elected not by direct memberhip vote but by vote of delegates to international 
conventions. Although convention voting is seemingly less democratic, some 
large unions have found that it isn’t necessarily so. Some large unions that 
do use direct membership voting have established safeguards to insure demo- 
cratic elections. 
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